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British Aerospace's new Experimental Aircraft — EAP — is as 
revolutionary in the 1980s as the Spitfire was in the 1930s. 

Its design technology is at the frontiers of knowledge to achieve 
levels of aerodynamic agility and pilot control not previously 
considered possible. 

EAP will prove much of the technology for Europe's New Fighter 
Aircraft Programme — Eurofighter – which is soon to be built by 
British Aerospace and its partners for service in the mid 1990s. 

Some 800 Eurofighters are needed for the defence of Europe 
demanding a work commitment from British Aerospace well into the 
twenty-first century. 

Such a project will require experience, skill, and vision — the very 
qualities that helped British Aerospace create the world's most 
advanced range of military and civil aircraft, spacecraft and guided 
weapons systems. 

Spitfire and EAP might be generations apart but the pedigree is 
the same as is the foresight to provide for whatever tomorrow 
may hold. 


BRITISH AEROSPACE 


„Up Where 
we belong 


British Aerospace plc, 11 Strand, London. 











Severiano Ballesteros. A strong mind is his secret. 
Astrong watch his choice. 


The maverick of the golf 
course. That summed up 
Severiano Ballesteros when he 
first appeared on the leader 
boards. 

It still does. But now a new 
maturity invests his game. The 
youngest-ever winner of the 
British Open this century, 
twice winner of the American 
Masters, the winner of count- 
less international tournaments, 
he has now won his second 
British Open. 

And he did it because of 
his new awareness of when to 
attack a course and when to 
treat it with caution. 


He is now probably one of 
the most breathtaking stroke 
players in the game, his genius 
and flair being supported by im- 
mense concentration. “If I lose 
concentration, I lose the hole.” 

Since Seve was nine years 
old, practising clandestine golf 
strokes after hours on his home 
Pedrena golf course, his sheer 
mental stamina has driven 
him on. Indeed, when someone 
asked him recently what he 
thought was the most important 
characteristic of a would-be 
champion, Ballesteros said 
promptly, “A strong тіпа” 

His watch matches his single- 





minded search for perfection 
and superiority. A Rolex Day- 
Date. Self-winding with day 
and date display. 

“Its a very strong watch,’ 
he says. “No water or sand can 
get in to it at all. And you know 
what? Every time I take a swing 
I'm winding it up: 

His undisguised display of 
triumph after the 18th hole at 
St. Andrews in 1984 was a touch 
of the swashbuckling Severiano 
Ballesteros bubbling to the 
surface. Strength, stamina and 
precision had kept {у 


him at the top. Just 
like his Rolex. ROLEX 
of Geneva 





THE ROLEX DAY-DATE CHRONOMETER IN 18CT GOLD WITH PRESIDENT BRACELET. ALSO AVAII ABLE IN 18CT. WHITE GOLD OR IN PLATINUM 
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Economy reclining 
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Business, finance and science 
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message; Mosquitoes and AIDS; Fish farming; Chernobyl 
91 Economic and financial indicators: Output, prices, jobs, 
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on foreign stocks and bonds 


вм'ѕ vain battle against clone- 
makers, page 51. Rising 

i} microchip prices, same page. 
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Books, arts and letters 


79 Books and arts: Let me not to the marriage of true minds 
admit impediments; Umberto Eco; Jack Jones; Arts and 
British political parties; Henry Moore; Arts Council 

Letters 





Contradiction " 
The peaceful reasons to Caste irony 6 
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support war-making contras іп | How India's castes are turning | © The Economist Newspaper Lid, 25 St James s Street, London SW1A 1HG. Printed in the Singapore 
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megamarket, page 15. Arts Council's money 
eres sase: problems, page 82 


Japanese woes 


Paid by Vietnam in shrimps, 
page 58. Losing to Singapore, 
page 66. Taking to drink, page 
52. But cheaply married in 
Switzerland, page 60. 
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| America and Sudan 
| 


518—1 is not my custom to re- 
spond personally to press misrep- 
resentations of American policy. 
The “Southern discomfort" arti- 
cle (August 16th), however, is an 
egregious case of misinforma- 
tion. 

First, let me state categorically 
that the United States has never 
provided money, arms, or any 





[ Al Mahdi has friends 


_ other kind of support to the Su- 
danese Liberation Army/Move- 
ment or to its leader, Colonel 
Garang, as charged in your arti- 
cle. Rather, we have consistently 

.. urged both sides in southern Su- 
dan to forgo violence, called for a 

negotiated political settlement, 

.. and deplored the “internationali- 

ү sation" of that conflict through 
arms shipments from both Libya 

. and Ethiopia. 

j Second, I must take issue with 
your characterisation of Ameri- 
can attitudes toward the govern- 

ment of Prime Minister Said al 

Mahdi. While it is true that 

American assistance levels have 

actually declined in 1986, previ- 

{ ous aid figures included extraor- 
dinary humanitarian assistance 
during the drought of 1984-85. 

. Aid this year has been further 

= complicated by Sudan's difficul- 

. ties in meeting repayment sched- 

= ules resulting in legislatively 
mandated restrictions (the so- 
called Brooke Amendment). 
Nonetheless, the $175m of 
American aid budgeted for Su- 
dan this year shows our contin- 
ued support to that nation’s de- 
velopment efforts, 

Finally, contrary to your asser- 
tion that we find the government 
in Khartoum “bad news", the 
United States has stated both 


reru oem. gum undelvrabl mal to Times Printers Sam Bhd mee Juro, 2 Jong Por 
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publicly and privately our sup- 
port for a return to democratic 
rule in Sudan as exemplified by 
the government of the prime min- 
ister, Sadiq al Mahdi. Shortly 
after Sudan's elections last April, 
President Reagan expressed to 
Mr Mahdi his confidence in the 
prime minister's leadership. 
CHESTER A. CROCKER 
Assistant Secretary of 
State for African 


Washington, DC Affairs 


This way to Mars 


SrR— Your leader (August 9th) is 
an elaboration of two mistaken 
premises. 

First, in no way can the coloni- 
sation of Mars be compared to 
the establishment and mainte- 
nance of bases in Antarctica. Sec- 
ond, “detente” in Antarctica ex- 
hibits none of the principles 
which must be paramount for co- 
operation on manned exploration 
into regions beyond the solar 
orbit. 

All of the technologies which 
distinguish the special challenge 
of Mars-colonisation are at the 
centre of the Strategic Defence 
Initiative. Therefore, the possi- 
bility of the United States/Soviet 
co-operation in general space ex- 
ploration is contingent upon the 
Soviet Union’s acceptance of 
President Reagan’s repeated of- 
fers for co-operation on the SDI, 
as the alternative to “nuclear de- 
terrence”. Accepting the presi- 
dent’s offer on SDI would mean 
overriding their cultural objec- 
tions; the same difficulty would 
emerge as an insuperable objec- 
tion to co-operation in space 
exploration. 

The cultural difference is that 
western civilisation is predomi- 
nantly Augustinian, and thus em- 
bodies an extraordinary disposi- 
tion for individual creative 
achievements. Although the Rus- 
sians have some very good scien- 
tists, our labour force assimilates 
technological progress with a 
zesty efficiency, whereas their la- 
bour force tends to resist this. 
Until Russian culture overcomes 
its acquired inferiority to Augus- 
tinian, whenever the West 
launches a “сгаѕћ programme” іп 
technological attrition, we shall 
race ahead. That is the kernel of 
their objection to co-operation 
on SDI; that same, rather axiom- 
atic cultural problem would ap- 
pear as an obstacle to space co- 
operation. 


Times Jurong, 2 Jurong 
tat, Бачы Otten 


Probe for as much co-opera- 
tion as is manageable; but leave 
dreams of peace in the wilds of 
Antarctica. 

Leesburg, 
Virginia LYNDON Н. LAROUCHE, JR 


Peruvian debt 


SIR—In your article on Peruvian 
banks (August 23rd), you de- 
scribe the (mainly) European 
banks that have extended $200m 
of trade credits to the country as 
acting “unwisely’’. I am sorry to 
say that your comment was 
unwise. 

Given the current state of the 
debt crisis, the choice is between 
economic growth and servicing 
debt. Peru has chosen to give 
priority to growth. This means 
that it has more money available 
with which to import and there- 
fore offers more opportunities 
for European exporters. More- 
over, its reserves are at a record 
high. Those banks which are 
smart enough to appreciate this, 
and finance the enhanced trade, 
should be congratulated—not 
criticised. 
London 


Italian relief 


SIR—Mr Sidney Cox (Letters, 
August 16th) complains about 
the new regulations in Venice 
against camping in St Mark’s 
Square, and also about the lack 
of public conveniences, which ap- 
parently caused him a painful 
afternoon. In fact, Italian bars 
and cafés are requested by the 
law to have a toilet and to let 
anybody use it free of charge. It is 
polite to buy a drink, but this is 
not strictly necessary to gain ac- 
cess to the facility. Lamentably, 
most foreigners do not know this, 
so they are exposed to the same 
misfortunes as Mr Cox. 


San Remo, 
Italy 





А. KOUYOUMDJIAN 





PAULO BRERA 





Teachers' pay 


SiR—One aspect of teachers' re- 
muneration which seems to be 
ignored in the current discussions 
(“Half-term report”, August 
2nd) is that, unusually, England 
and Wales (but not Scotland) 
have consolidated the pay scales 
of the primary and secondary 
sectors and of graduates and non- 
graduates. 

This is no doubt wholly com- 
mendable, but in practice it has 
led directly to the situation where 
little or no money is available for 
shortage subjects such as physics 
and maths; a problem com- 
pounded by the tendency for pro- 
moted posts to be tied to adminis- 





trative duties, particularly those 
associated with pastoral care. 

Market forces being what they 
are and teaching being essentially 
labour-intensive, it is inevitable 
that this egalitarian attitude to 
payment for the actual job of 
teaching will mean that salaries 
will always be de $ 

It probably ensures, too, that | 
ultimately the teaching of ke 
skills and areas of knowledge will 
be concentrated in the tertiary 
sector (beyond 16+) and paid for 
at further-education rates. 
Keighley, 


West Yorkshire A.J. MORTEN 





European festivals 


SiR—Your information section 
on festivals in Southern Europe 
(August 9th) claims, "Europe's 
two oldest festivals are Italian 
.... Both date from the mi^ 
1930s; both look down on ^ 
Cannes and Salzburg festivals as 
parvenus”. 

The first Salzburg festival was 
in 1920. The first festival of this” 
type was in Bayreuth. The first ` 
two European festivals thus were 
in Germany and Austria, not 
Italy. 

Dublin, 


California Stanley W. SWIHART . 













SIR—Both the Venice Film Festi- 
val and Florence's Maggio Musi- 
cale have got to be regarded as 
parvenus. 'The world's oldest ex- 
isting festival is England's Three 
Choirs Festival founded i in 1717. 
Twickenham, 


Middlesex ALAN J. FORSY. | 
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Roughly £280m will be spent on sponsorship 
in the UK in 1986. Everything from 















money ever be withdrawn? What are the 
criteria used by today's sponsors? Are there 
bad publicity risks? How do you cope when 
sponsorship is withdrawn? New areas for 
sponsorship, fresh ways of sponsoring and 
likely trends to the end of the 1980s are also 
assessed. 


Price (including 
North America 









UK & Europe £85; 
ҮЕ est of word £88. 


Кнын 
Marketing Department (EPK) 

40 Duke Street 10 Rockefeller Plaza 
London WIA 1DW, UK — New York, NY 10020, USA 
Tek: 01-493 6711 Tel: (212) 541 5730 
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Thinking | 
of changing? 


ND READY to act? If so, here is a third 
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EXECUTIVE 


From £33,000 


















question: your annual salary, is it over $50,000? Applications are invited for this post which becomes vacant 
Like many other executives who have reached the early in 1987 on the retirement of the present Chief Executive- 
higher brackets; you may well find that the job- The successful candidate will be in overall administrative ` 
change methods you used earlier in your career can control of the Corporation's operations and willlead an 


ef pts experienced multi-disciplined management team in the 
no үк жеке the resu yon seek today Wwe ks continuing development of a highly successful New Town. 

ш. FOrgeot, Har rc CRS, Maintenance of the Corporation's excellent record in the 
former President of the International Herald Tri- attraction of businesses and jab creation is a vital part of the 
bune and Forgeot ; Weeks consultants have helped function and this will require a knowledge ofthe business world. 
for the past 10 years more than 3,000 top executives No less desirable is the ability to foster healthy working 
such as yourself to mount and conduct a sophisticat- relationships with nations end local yowarninent and with 








ovyernment agencies. 
ed search of the hidden. side of the international job Е А men norna record of leadership and achievement, 
market. together with personal commitment, drive and enthusiasm will 
Telephone fora Кее initial confidential meeting. be absolutely essential for this post. 







We will review your situation and explain if and how ае is likely to be а бетанде. н x тиенсез 
7 pes нн ; candidate will require to undergo хат! 

ме an be helpful to you in achieving your particular Applicants are asked to write in confidence, sending full ` 

goals. details including the names of two referees, (0:- 


Robert Watt, Chairman, 
Forgeot, Weeks 


Livingston Development Corporation, 
International Career Consultants 


_ Sidlaw House, Livingston EH54 60А. 
Envelopes should be marked “Confidential” and 
Paris: 50, rue St-Ferdinand, 75017. Tel. (1) 45.74.24.24 3 
Geneva: 9, route des Jeunes, 1227. Tel. 022.42.52.49 Е 











applications must be received by 30 September 1986. 
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Leading ERISA Company 
International Bond 
lanadement 


Research Driven 


Our clients, who area well-establis hed, rapidly growing апа should certainly lead to a directorship 

g 
ERISA Company, and part of a major Merchant Banking Applicants should have a minimum of five years! inter- 
and investment group, seek an experienced investment ^ national bond management and research experience, 
Жанен Б = responsible for the company's existing апа ideally possess an Economics/Econometrics degree. 
PRETIO pona managemenservice. No formal agé limits have been set and our clients will offer 


Whilst the major emphasis of is job will be investment — a excellentand competitive salary and the usual merchant 
management of client portfolios and leading a small banking benefits. 


research group, ће тап or woman appointed will also : E 4 
p Please reply in the first instance quoting reference 750 
work closely with the company's ERISA marketing team to Keith Fisher at Overton, Shirley & Barry, Prince 


їп generating new business, We fL Rupert House, 64 Queen Street, London EC4R 1AD. 
The challenge of this opportunity is not limited to bond Tej: 01-2480355. 
management, but міг аво involve a leading role in the 
further developmentofthe company and its products range, 
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CHIEF PROJECT OFFICER 
WOMEN AND DEVELOPMENT PROGRAMME 


The Secretariat's Women and Development Programme works with Commonwealth 
governments, national machinery and national, regional, UN and women's non- 
governmental organisations. It assists in devising practical measures and policies 
Which will increase the involvement of women in the national policy-making process. 
The Chief Project Officer will be responsible to the Director of the Programme, inter 
а, for undertaking direct consultancies to governments, designing and directing 
Specific training seminars and workshops, assisting in the management of the 
Programme, mobilising resources for training and programme development, and 
undertaking/directing applied research as requested. 
‘Applications are invited from Commonwealth citizens, who should be graduates with 
demonstrated capability to undertake consultancies to governments, training and 
applied research in this area. Senior management and administrative experience will 
be expected, supplemented у practical involvement at senior policy-making level in 
каксы women and development issues, Effective communication skills will be 
essential. 
The appointment is normally for an initial period of three years. Salary in the range of 
£19,956-£22,080 (gross) pa subject to deductions of British Income Tax and National 
Insurance contributions. Job description and further details are available on request. 
Written applications giving full details of qualifications and experience together with 
the names and addresses of three referees should be sent by 17 October 1986 tc: 


Recruitment Section 
Commonwealth Secretariat 
Marlborough House, Pall Mall, London SW1Y SHX 
Telephone: 01-839 3411 Ext. 8151 










A ECONOMIC CONSULTANCY 


i | NERA is a leading international firm of economic consultants, who 
have over 175 professional economists applying micro-economic 
'analysis in a wide range of consultancy assignments for private and 
ublic clients. 








Our London office, which serves UK and other European clients, is 
expanding and we are making an additional senior appointment, 
_ With responsibility for developing business and managing projects in 
the fields of industrial economics and competition policy. 







| Weare looking for applicants who have excellent academic qualifica- 
fions in economies and experience in business, government or 
consultancy. Expertise in the areas of telecommunicatións or energy 
policy would be a particular advantage. ? 















Salary levels are good, and a range of other benefits forms part of the 
: package, including a company car. Working conditions are good. 


Please telephone 01-629 6787 if you would like more information 
about NERA. Applications should be sent to Dermot Glynn, 
“Managing Director, 18 Park Street, London W1Y 3WD. 
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_ NATIONAL ECONOMIC RESEARCH ASSOCIATES 
ECONOMIC CONSULTANTS 


ГА MARSH & MeLENNAN COMPANY 





< Commonwealth Secretariat 


> (Commonwealth Fund for Technical Co-operation) 













- be sent to: Box No 3495. 





BANK OF BOTSWANA 


Chief Accountant 
Applications are invited for the post of Chief Accountant 
ranking as Deputy Head of the Operations Department 
of the Bank of Botswana, the Central Bank of 
Botswana. 


Reporting to the Director of Operations, the successful 
applicant will be responsible for the total accounting 
function of the Bank. He or she will need to demon- 
strate well-developed all round financial and manage- 
ment accounting skills with specific experience: in 
banking, foreign exchange, bonds and securities. A 
knowledge of computer applications is also essential. 


The post is available immediately. Candidates must be 
qualified accountants with at least five years work 
experience. 


Salary: Contract Officer— 

Approximately Pula 63,000 per annum including 
Inducement Allowance plus 25% tax free gratuity, 
passages, education allowance, etc. (Current rate 
of exchange: Pula 1 = US$ 0.4859). | 


Applications including a curriculum vitae should 
be sent to the Director of Administration, Bank of 
Botswana, PO Box 712, Gaborone, Botswana. 


Further details may be supplied on request. 
























EXECUTIVE 
EDITOR | 
BUSINESS _ 

MANAGEMENT 

JOURNAL 


Applications are invited to fill the position of Execu- 
tive Editor for a growing business management 
journal. having an international circulation at board 
level. Preferred candidates will have demonstrated 
skills in either journalism or management practice. 









The position is available immediately at an annual 
salary of c. £20,000 plus an attractive profit sharing 
scheme. Location: Thames Valley, UK. 


Applications including curriculum vitae should 













The Economist Intelligence Unit's Country : 
Reporting Service guides you expertly through 








LESE . e o . 
economics and business in 165 countries 
Every quarter 92 separate Reports together cover over 165 countries — evaluating growth prospects, assessing 
opportunities, examining the problems. By providing a concise service of business oriented analysis of thelatest 


economic indicators in almost all countries of the world, the EIU aims to assist subscribers to react quickly and 
accurately to developments in the international economic environment. 


Each of the92 Reports contains: 
Ф 300 word summary of the contents. 
© 1,000-3,000 words discussing the main trends in the economy and 


@ Statistical appendices, for a deeper perspective. 


forecasting them for a year ahead. For key economies, there 15 а numerical A text puts these and many other figures in their setting and outlines politica 


forecast of the main components of expenditure in real terms. 
Ф 5,000-10,000 words of news analysis covering the main issues on which 


organisations operating in an international context need to be informed: 


political developments relevant to an understanding of the economy; 
government economic policies; trends in investment and consumer spending; 
performance of key business indicators; evaluation of foreign trade data; 
assessment of development plans. 


@ Charts fora visual indication of the main economic trends. 


Country Profiles 
Backing each Report's current analysis and forecasts, as an integral part of the 
service, is its Country Profile. This descibes economic structure, organising data 
from a wide range of national and international sources into a compact, coherent 


and standard format; although contents inevitably vary from country to country 


depending on the availability of data. 
Country Profiles carry statistical tables on economic indicators over the 


longer term. 


conditions, planning policies, foreign investment rules and exchange 


restrictions. 


How the Reports work for you 


Ф asa concise yet comprehensive service of comment and analysis on the wor 
economic situation. 


@ asanup-to-date guide to business conditions and prospects. 
© as briefing material for overseas visits by businessmen. 
Ф by providing access to information not easily available elsewhere. 


© asacheckon data acquired from other sources. 


The Economist Intelligence Unit 


Registered Office No 177. 
mme messi 
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< Results Swire Pacific Limited's profit before extraordinary items for the first half of 1986 was HK$613.1 million, compared with -HK$640.4 million 
in the equivalent period in 1985; additionally, an extraordinary profit of HK$1,382.2 million arose from the sale of shares on the flotation of Cathay 
. Pacific Airways and the total profit attributable to shareholders was HK$1,995.3 million. The timing of recognition of property development 
profits, which in 1986 will occur mainly in the second half-year, has had a significant effect on the interim results. The unaudited consolidated 
results for the six months ended 30th June 1986 were: E i 











Six months ended "Year ended . 
918: December n 


..198 
HKSM | 


Turnover І . \ 136922 


Operating profit л е 1,8787 
Net finance income(charges) Д ы А (215.2) 


Net operati profit 1 н 1,663.5 
. Share. of profits less losses of , і 
associated companies 59.6 31.2 88.8. 


Profit before taxation 1017.6 928.8 15239. 
Taxation 191.6 162.1 2154 : 


Profit after taxation 826.0 766.7 1,536.9 
Minority interests 212.9 126.3 311.0 


Profit before extraordinary items 613.1 640.4 12259 . 
Extraordinary items 1,382.2 — ‚591 


Profit attributable to shareholders 1,995.3 640.4 1,2850 
Dividends 231.8 185.7 598.0 


Retained profit 1,763.5 4547 686.1: 
Earnings per share: 
‘A’ shares 47. 
*B' shares 9. 
































































































he results for the six months ended 30th June 1985 have been restated to conform with changes in accounting policies adopted during the year 
nded 31st December 1985. Earnings per share are calculated by reference to the profit before extraordinary items in each period and the 
weighted average number of shares in issue in those periods, adjusted to reflect the capitalisation issue made during the first half of 1986. 


intern dividends The directors of Swire Pacific Limited have today declared interim dividends for 1986 of 18.0¢ per 'À' 
*B' share. 






share and 3.6€ per 












1986 1985 
Interim Interim Final Total 
Dividends per. share: В 
‘A’ shares 147€ 32% 
*B" shares 29€ 6:56 









——— ресниц 


The dividends per share. for 1985 have been adjusted to reflect the capitalisation issue made during the six months ended 30th June 1986. The 
interim dividends are payable on 31st October 1986 to shareholders registered at the close of business on 26th September 1986; the share 
registers will be closed from 15th September 1986 to 26th September 1986, both dates inclusive. = 


The interim dividends will comprise minimum cash dividends of 1.0¢ per 'A' share and 0.2¢ per ‘B’-share, which are being paid in order to ensure 
that the shares of the Company continue to be Authorised Investments for the purpose of the Trustee Ordinance of Hong Kong, and an issue of 
additional shares by way of scrip dividends but shareholders will be given the option of receiving- cash іп place of part or ali of such scrip 
dividends. Full details of the scrip dividend procedures will be given in a circular which will accompany the complete Interim Report to be sent to 
shareholders on 8th September 1986. : 


Prospects. The results of the Swire Pacific Group for the second half of 1986 are expected to show a significant increase over those of the 

_ equivalent period in 1985.and over the first half-year results, and the property division, in particular, should record profits at substantially higher 
Pigs Strong performances are also expected from aviation, industries and trading ‘divisions; with shipping and offshore services remaining 

depressed. : 

Prospects for the Group as a whole for the full-year are excellent, and | expect that the final dividends.to be recommended will be at least double 








the interim dividends. 


* | H.M.P. Miles 
г Hong Kong, 29th August, 1986. : "Chairman 


Swire Pacific Limited. 


The Swire Group 





Swire House, Hong Kong. 





This has been a frustrating year for the few thousand 
people who make economic policy in the world, and for 
everybody else waiting for jobs and sales and bigger real 
“comes. Cheap oil has yet to deliver its hoped-for spur 
„э economic growth. The fall in the dollar has left 
America's massive trade deficit intact. The result is 
much talk of a slide into world recession, of overtight 
fiscal and monetary policies, and of the need for 
reflation. Finance ministers face the task of separating 
the foot of good sense in such talk from the yard upon 
yard of dangerous nonsense. 

When governments respond to a faltering economy 
by boosting demand, the most obvious risk is that they 
will get the timing wrong. Whether they cut taxes, 
increase government spending or expand the supply of 
money, it takes months to crank up demand. The 
temptation to set that machinery in motion is always 
greatest when things look bleakest—which is usually 
just before a surge in output. 

This year could bring a classic case of bad timing. 
Although the talk is still of a flat first half of 1986, 
statistics released in the past few weeks show a surge in 
retail sales in almost all OECD countries, plus. a marked 
recovery in output in both West Germany and France. 

nd—with one proviso—the slower inflation that has 
-ome with cheaper oil will mean higher output in due 
course, because it will translate into more real spending 
power in the budgets of people and firms. That process 
may have been delayed, but it has not been repealed. 
The prices of metals and other industrial raw materials, 
usually a sensitive indicator of economic activity to 
come, have begun to level off or rise after a long 
decline. The price of gold has risen sharply, and, say 
most observers of the gold market, not just because of 
the troubles in South Africa. All this advises patience. 

What is the proviso attached to the expectation that 
lower inflation will mean higher output? It is simply that 
governments maintain a stable rate of growth in nomi- 
nal demand, or the money value of gross domestic 
product. If they succeed, less inflation will necessarily 
mean more real output. That stable background is the 
most that governments can sensibly try to provide with 
macroeconomic policy. 

American critics of Mr Paul Volcker's "over-pru- 
dent" monetary policies disagree; so do officials in 
America's Treasury, judging by the way they press 
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reflationary policies on West Germany and Japan. The! 
are all saying, in effect, "governments should have ; 
target for feasible growth in real output (say 3-4% 
year); if an economy manages less than that, boos 
demand in order to boost output." But the 1970s 
showed that the division of a shot of demand betwee: 
higher real output and higher prices is something ov 
which macroeconomic managers have no control. Th 
lesson was that governments should set targets fo 
nominal variables such as money GDP, not for real ones 

Nominal targets do not mean that governme 
should do nothing in the face of some depressin 
economic news. They imply that when growth in mone: 
GDP slows below some planned rate, demand should be 
expanded. Nominal targets also imply that the best wa 
to judge whether fiscal and monetary policies are to 
tight is to look at the growth of demand, not of. r 
output. 


An ABC for reflation | 
This suggests a series of questions which a governmen 
under pressure to reflate should ask itself. Our ideas ar 
described in greater detail on page 57. Briefly, th 
sequence runs as follows. First, ask whether money GD 
is growing fast enough—at, say, 6% а year—to leav 
room for real growth while keeping inflation in check 

it is, do nothing macroeconomically. If it is growin 
more slowly than that, weigh the case for reflat 
against three other risks. 

Inflation that is low and falling casts an extra vote i 
favour of a boost for demand; a trade-weighted | 
change rate that has risen substantially in the past yea 
casts another; so does a growing current-account s 
plus. If any of these signals flashes red for risky, гей 
only with caution. If all three are red, wait. 

Only when a government has decided that mor 
demand is needed should it ask which of its polici 
fiscal or monetary, to change. In countries where 
monetary growth is slowing, central banks can cut 
interest rates. Where public-sector borrowing—taking. 
account of inflation and of business-cycle influences on 
government spending and tax revenues—is on the 
decline, fiscal expansion will make sense. | 

These rules of thumb place America (just) on the 
reflationary side of the borderline. Over the past year 
its money-GDP growth has been a fraction less than 6%, 
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ccelerating, but is less threatening than the immovable 
udget deficit. Mr Volcker's cautious snipping of the 
iscount rate seems about right. 
Japan and West Germany are obvious candidates for 
d reflation. Both have growth of money GDP that is 
ctionally less than 5% a year; both have strengthen- 
g exchange rates and rising current-account surpluses; 
both have no inflation. Should they use monetary or 
scal policy? In both countries, accelerating monetary 
growth is more of a worry than untamed budget deficits. 
So Japan might usefully speed up its spending on public- 
ector investment projects, while both it and West 
Germany could shave their high personal tax rates. In 
Iritain, by contrast, the case for reflation falls at the 
rst fence: its money GDP has grown by nearly 8% over 





d its inflation: rate is low and stil falling. Against that 
ie dollar is crumpling and the current-account deficit- 
ets records. How to reflate? Monetary growth is- 





pa r, enough to leave room for plenty : of real | 
growt if the supply side of the economy were able to 
deliver it. 

Regardless of all the fuss about traditional macroeco- 
nomic policy, supply-side policies that help an economy 
to convert extra demand into increased real output 
matter more—and not just in Europe. True, European - 
governments need to tackle arthritic labour markets by 
removing tax penalties on job-creating employers, by 
weakening trade-union powers, by providing more 
training and by encouraging labour mobility. But 
America has discovered rigidities of its own (see page 
31). And Japan is not exempt: a gap of ten percentage 
points between the 12-month changes in its consumer 
prices and producer prices points to a huge lack of 
competition in its distribution system. Once govern- 
ments have passed the easy test of prudent demand 
management, they should tackle these bigger questions. 








Vhy the contras? 



















udgeable dictatorship than Somoza's was 


'resident Reagan is about to receive from Congress, no 
ist-minute hitch intervening, a bill that will authorise 
him to spend $100m to help the contra guerrillas wage a 
ar against Nicaragua's Sandinist government: a war 
iat has already cost more than 15,000 lives. It has 
aken all of Mr Reagan's vast powers of persuasion to 
wring approval of this “wanton, bloody war”, as the 
ew York Times has called it, out of the Senate and the 
use of Representatives. He has done so against the 
pparent wishes of most Americans. West Europeans 
re antagonistic. It is hard to find a Latin American 
оісе raised in public in support of Mr Reagan, even 
hough the emotions the Sandinists privately inspire 
mong most Latin Americans are dislike and fear. 

This is a remarkable storm over a country of 3m 
'eople. But the Sandinists are at the centre of a debate 
that the West, and particularly the United States, has 
seemed incapable of settling for the past quarter- 
entury. How far can it go in trying to turn events in the 
hird world in a democratic direction? How far should 
he superpower contest intrude on the third world? 
What has Vietnam taught America about the uses of its 
power? Mr Reagan does not have many doubts: he now 
ays that the contras may have to take over Nicaragua 
у force if they do not succeed in making the Sandinists 
ссерї a fully open and supervised election. 

Are his instincts right? That depends on two things: 
hether Nicaragua is becoming a Leninist state; and 
whether American support for an armed attack on a 
.atin American government serves the interests of the 
United States and of Latin America. 

<Not many people doubt that the Sandinists are 
running a nasty regime that is impoverishing their 
ountry. Most civil liberties have been suppressed, the 
dest voice of an independent pressa was silenced this 


























Military pressure has a place in sparing Nicaragua from a less 
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year, the church is harried and whole groups of Indians 
have been forced out of their homes. Economic miser- 
ies have been piled on political ones. Nicaragua's 
foreign debt of $6 billion is far larger than the country's 
shrinking GDP, manufacturing industry has collapsed, 
even rice and beans are now rationed in peasant diets. 

The wisest policy towards such a regime is usually to 
let it self-destruct. The Sandinists seem well on their 
way to that. The guess of some observers is that perhaps 
only a fifth of city-dwellers, and a slightly higher 
proportion of peasants, now back the government. But 
the worry about the Sandinists is that they may be 
putting themselves in a position where no amount of 
unpopularity or incompetence will ever make an 
difference to their grip on power. Their 75,000-mau 
army (Central America's largest by far) and 44,000-man 
reserve are there, very likely, not just to fight contras 
but also to impose a full-blooded communist govern- 
ment on.the country. 


Communists are different 

For democrats, the prospect of another communist 
government matters not so much because such regimes 
are unpleasant as because they seem irreversible. 
Francoists give way in Spain, Marcoses depart from the 
Philippines, Duvaliers leave Haiti, Somozas eventually 
get thrown. out of Nicaragua; but after too many 
decades of experience the world has yet to see a single 
communist regime dislodged. These regimes stay in 
place, even when their people would overwhelmingly 
wish them to go, because the single permitted party has 
established a monopoly of control—over the economy, 
education, culture and communications, as well as 
ordinary politics—far tighter than that achieved byany. 


conventional dictatorship. That leaves democrats little 











тоот for manoeuvre. If a country is sliding int 
Leninism, more modest instruments of pressure, like 
economic sanctions, are often useless. Military force is 
frequently the only thing that can stop it, and the 
decision has to be made at an early stage: once a 
country has crossed the line, it is lost. 

Are the Sandinists really the communists Mr Reagan 
claims? A few people in Nicaragua, if they are promi- 
nent enough, can still speak out; a private sector still 
functions; the Sandinists allowed a fairish election in 
1984; there is a small, though largely ignored, demo- 
cratic opposition. Different currents of thought exist 
within the government, and Sandinism has a distinctly 
Nicaraguan flavour. But most of the evidence is on the 
other side. Much of the repressive apparatus of an East 
European state is already in place: "neighbourhood 
committees", a large Cuban-trained secret police, an 
army and propaganda system named after the regime. 
The Sandinists have asked for comprehensive integra- 

` Соп” with Comecon, the Soviet-block economic group. 

Many people object that the Sandinists are being 
driven against their will into Russian arms by the 
American threat against them; but the record belies 
that. In 1979-80 the United States gave $118m in aid to 
the Sandinists, while they were opening the door to 
Cuban arms and advisers. The Sandinists took advan- 
tage of the long pauses that the American Congress 
forced in Mr Reagan's pro-contra campaign to show 
their attachment to Moscow and to tighten their inter- 
nal repression. They have so far refused to agree to a 
regional peace treaty drawn up by the Contadora group 
(see page 20). The more plausible conclusion is that the 
only thing sparing the Nicaraguan people Cuba's fate is 
the contra guerrillas’ military harassment of the Sandin- 
ist regime. 

Some of Mr Reagan's critics accept this, but argue 
that the contra cure is worse than the Sandinist disease. 
The contras are still widely seen in the West as a 
murderous rabble consisting mainly of left-over thugs 

- from Somoza's despised National Guard. This view no 
»nger has much to support it. The contras have done 
atrocious things, but no more than most groups of men, 
of left or right, who fight this shapeless sort of war (and 
certainly o more than the guerrillas in Afghanistan). 
They include 2,000-3,000 ex-Somoza men. But they 
have almost as many disillusioned ex-Sandinists in their 
ranks, and their civilian leaders—like Adolfo Calero, 
Arturo Cruz and Alfonso Robelo—have good demo- 
cratic credentials. The most telling thing about the 
contra army is its size. The 2,000 former National 
Guardsmen of five years ago have grown into an army 
of 16,000, three times as big as the Sandinist army was 
when it marched into Managua. The new recruits are 
not press-ganged; they are fleeing from the Sandinists. 


The wider war 

For all that, Nicaragua is a tiny country. If America's 
policy is to make sense, it must serve broader interests. 
One of those involves America's contest with Russia. 
Local explosions, however strong their local causes, 
also weigh in the balance of advantage and disadvan- 
tage that the world's two global powers keep with each 
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other. A People's Democratic Republic of Nicaragu 
would be an example for revolutionaries elsewhere i 
Latin America, and another willing forward base o: 
Leninism in the western hemisphere. No democrat in 
the West—even those who think Mr Reagan is wrong. 
about Nicaragua—could welcome that. : 

Still, the United States took such a blow in Vietnam 
and lived in its defeat to see a mostly flourishing Soutl 
East Asia. Is Mr Reagan misjudging the importance of 
Nicaragua for the rest of Central America? 

The civil wars which that wretched region has been: 
enduring for the past decade have killed perhaps 
150,000 people out of a total population of 20m. The 
are in part the product of deep changes in economies 
and societies still cruelly divided by race. They are also 
the result of too many decades of right-wing and 
military repression, which the United States, to its gre: 
discredit, did nothing to try to relieve. In the past fiv 
years, however, the Americans have helped to nudg 
hard-right regimes in Guatemala, El Salvador and 
Honduras towards the centre. All three countries now 
have democratically elected presidents (even though 
each is still too little the master of his country's 
generals). The danger of an unchecked Nicaragua is 
that it could drag other Central American countri 
back into the anti-democratic turmoil from which th 
are just beginning to escape. 

Until they became preoccupied with the contras a 
couple of years ago, the Sandinists were giving a good 
deal of help to El Salvador's guerrillas, and small 
amounts to the smaller insurgent groups in Guatemal 
and Honduras. The Sandinists said then that “t 
revolution goes beyond our borders”. It is possible tha 
even unrestrained by the contras, Nicaragua's leaders 
would not resume the revolution-exporting business; 
but it is not probable. Their inclination to keep tc 
themselves is probably about equal to their inclination 
not to create a Leninist state. 


America's delicate bet 
As Congress has discovered, the United States has an 
unenviable choice. It does not really know whether the 
Sandinists are enough of a threat to their own people 
or to the rest of Central America, to warrant sponsoring 
a war against them; but if it does not keep the contras 
alive now it may, if things go badly, have no instrument 
short of its own army to put a stop to the advance of 
communism in Central America. E. 

This dilemma is not reflected in Mr Reagan's unruf- 
fled certitude. He wants the Sandinists out, period. The 
proper aim of the United States should be limited to 
getting them to agree to a regional arms-cutting treaty 
and regular elections (which would almost certainl 
block the emergence of a one-party Leninist state). 
both under international supervision. The uncertainties 
about Nicaragua justify no more assertive a course. But 
even that will remain out of reach unless the Sandinists 
are put under pressure. The United States has tried 
friendship and aid; economic sanctions; and now sup 
port for the contras. This last element, for all its 
crudeness, still seems a necessary part of the pressure if _ 
itis to have any chance of success. 
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Farewell, MacGregor 


. The debt Britain owes to an emigrant Scot 


. The British have just said goodbye to a man who has 

given them a chance of remaining a relatively rich 
. country in the twenty-first century. Yet most of the 
farewells to Ian MacGregor have ranged from the 
unprintable to the grudging, which is roughly how he 
was treated during the six years he spent as chairman of 
. two nationalised industries, first steel and then coal. If 
Britain's politicians, civil servants and businessmen now 
choose to sneer elegantly at the MacGregor years and 
forget them, they will be committing their grandchil- 
геп to live in the first post-industrial economy that the 
poor third world has known. 

Before he got his knighthood, plain Mr MacGregor 
. reduced British Steel’s loss from £1 billion in 1980-81 to 
_ £256m іп 1983-84; the corporation might make a small 
cue this year. That change is the equivalent of saving 

ritish taxpayers roughly 1р in the pound on their 
income tax, or of doubling the capital spending on 
hospitals and universities. At British Coal, government 
grants totalled £800m in the two years 1982-83; they 
then soared above £3 billion in 1984-85, the years 
affected by the coal strike; the grant to cover the deficit 
. fell to £50m in the latest financial year. The turnaround 
. Since 1982-83 has been the equivalent of trebling central 
. government's budget for road maintenance. 

These changes would not have been possible without 
reducing output of steel and coal to a level that matched 
what people actually wanted to buy—and halving the 
workforce in steel and cutting it by one-third in coal. 


 Tactless tricolor 













Nouméa, the capital of New Caledonia, has the atmo- 
sphere of a pleasant French provincial town. The cafés 
serve the best coffee in the Pacific. In Tahiti, in French 
Polynesia, the cuisine puts Hawaii and Sydney to 
Shame; the choicest moules are flown in from the cooler 
. waters of New Zealand. Despite France's civilising 
efforts to relieve the tedium of waving palms and 
eternal summer, the Australians want the French to 
. leave the Pacific. This unmatey Aussie attitude prompt- 
. ed the French prime minister, Mr Jacques Chirac, 
_ during his recent tour of France's Pacific possessions, to 
. call the Australian prime minister, Mr Bob Hawke, 
"very stupid". Further trampling the diplomatic nice- 
ties, he said he hoped that Mr Hawke would soon be 
replaced. 
Mr Chirac believes there is an Anglo-Saxon conspira- 
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France has a role in the Pacific, but not the one Jacques Chirac is playing 
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The chairman was dubbed the butcher, heartless and 
ruthless. The real heartlessness had come much earlier, 
and from others. For years British governments and the 
managers of state industries protected their workers 
from commercial reality. Too often they ducked a small 
decision to move with the market, preferring a little 
extra subsidy instead. 

They thereby ensured that the eventual adjustment 
would be traumatic, and meanwhile led thousands of 
ordinary men in the mills and pits to believe that they 
possessed great political power. The miners duly chose 
a political ranter, Mr Arthur Scargill, as their leader 
which made their inevitable trauma all the crueller. The 
heartless manager was not the one who showed his 
workforce reality, but his predecessors who had con- 
fined it in an isolation ward, curtains drawn, sucking ` 
warm milk and biscuits. 

It is much too soon to say that Britain has learnt this 
lesson and will never forget it. Last month, the Tory 
government decided to subsidise some tin mines whose 
production costs are double the world price of tin. The 
Labour party seems to think it could reduce unemploy- 
ment by telling the state industries to take on more staff 
(see page 43). Every such action and promise encour- 
ages Britons to believe that a free lunch is there to be 
had, and thus makes it likely that they will continue to 
grow relatively poorer than the 9995 of mankind who 
have never been deluded about where their lunch 
comes from. 








cy to get the French to quit the Pacific: that the dirty 
digger is speaking not merely for the Australians and 
the New Zealanders, but also for Britain and the United 
States. In this belief he is only partly paranoiac. He is 
partly dead right. There is no conspiracy, but the 
Americans and the British join the Aussies and Kiwis in 
thinking that France is hindering their efforts to keep 
the Pacific states reasonably friendly to the West. They 
have tried to distance themselves from French flag- 
waving in New Caledonia and nuclear testing in Mur- 
uroa. France's behaviour is not helping the West to 
counter the increasingly favourable impression made in 
the region by Russia, which is offering the small island- 
states generous payments for fishing rights. 

The other western powers have long since surren- 
dered their Pacific possessions. The Germans departed 
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after the first world war, the Dutch after the second. 
The British have given independence to nearly all their 
Pacific territories, holding on only to scraps, such as 
Pitcairn (population 64), which cannot care for them- 
selves. The Americans, who found themselves with 
numerous islands after defeating Japan, are offering 
many of them independence, subject to America's 
continued right to uses such as the missile-test range at 
Kwajalein atoll. 

Only France hangs on. One reason is grandeur: 
possession of Pacific colonies still matters for French 
pride and for politics at home. Anotheris strategic: only 
in the Pacific does the tricolor flutter over territory 
where France can conveniently test the warheads of its 
independent nuclear deterrent. Many of France's critics 
are unreasonable in their protests. The nuclear tests at 
Mururoa do little environmental damage; nobody lived 
on the island before the French moved in. In Tahiti and 
the rest of French Polynesia there is little enthusiasm 


forindependence. |. = D 
New Caledonia is different. The island is ready for : 
least partial independence; and until Mr Chirac forme: 
his government in. March it was likely to get it. 
President Mitterrand seemed bravely on the brink of 
finding a peaceful settlement to the sometimes violent. 
conflict between the indigenous Kanaks and the whit 
settlers. The previous French government got the 
Kanaks to accept a form of independence that would 
have left control of defence, the police and foreign 
policy with France. The nickel deposits, the second 
largest in the world, would have stayed under French 
control. Mr Chirac has reversed gears and seeming’ 
intends to keep New Caledonia French, still run by 
settlers. This is a mistake that could weaken the West's 
broader objectives, as well as damaging France and 
New Caledonia. France does have legitimate interest: 
in the Pacific. Thwarting independence for people who 
are ready for it is not one of them. 































Megamarket 


The City of London should not let the chance to create the 
_ world's largest stock exchange slip through its fingers 


London's moneymen are pondering the creation of the 
world’s largest stock exchange. Merger talks are inching 
forward between the International Securities Regula- 
tory Organisation (ISRO), whose. 200 London-based 
members include the. Euromarkets' finest from New 
York to Tokyo, and the London Stock Exchange itself. 
If the talks come to fruition, the new Super Exchange 
will house firms turnirg over more than $2 trillion a 
year in a wide range of stocks, bonds and options. It will 
become an even stronger cornerstone of the City of 
London's new regulatory structure than it already is. 
Perhaps most important, it could provide the ground 
tom which a good screen-based system for trading 
securities world-wide could emerge. 

On the regulatory front, there is broad agreement 
that the two bodies should be merged. The financial 
services bill now before Britain's Parliament requires all 
firms carrying on an investment business in London to 
be authorised by the Securities and Investments Board 
(SIB) or a self-regulatory organisation (SRO) under it. 
All agree that the fewer regulatory fiefs there are, the 

better for everybody. 

The London Stock Exchange is the one SRO in the 
City that already has a track record, a rule book and the 
regulatory officials in place. ISRO would find it quicker 
and cheaper to adopt the Stock Exchange's policing 
system rather than build its own; besides, ISRO mem- 
bers already own some 50 Stock Exchange firms. 
Though the Eurobond houses do business mainly with 
professionals, whereas the investor-protection rules of 
the Stock Exchange are geared to individuals, a new 
rule book (or two) could easily define which standards 
should apply to what. 

Тһе case for a single securities market is less clear. 
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The new rules will require all trades that are not done 
on a fecognised investment exchange to be reported in 
boring detail to SIB. With or without a merger, t 
Euromarkets' influential trade group, the Associa’ 
of International Bond Dealers, will become a reco 
nised exchange for Eurobond dealing in its own right. 
That leaves ISRO's other main concern: the growing 
class of equities traded around the world, much of it off 
the exchanges. A new recognised exchange for the 
world's blue chips is to be created in London. Should it 
be inside or outside the Stock Exchange? 


Trading round the world 
All regulators and big-time securities firms are naturally 
keener to see a few large, liquid and transparent 
markets rather than lots of little oddities. In London, 
putting international equities inside the Exchange 
would help solve a particular long-running row over 
trading shares of big British companies off the Ex 
change in the form of American Depositary Receipts 
(ADRs). Us 
These receipts, which are technically foreign shares, 
could be traded alongside the underlying domestic 
stocks. More broadly, London—because it houses the 
world's biggest securities firms—has a unique opportu- 
nity to launch a screen-based international securiti 
trading system that other markets could one day hook 
up to electronically. This is more likely to happen if it 
has the name and technical facilities of one of the City's 
best-known institutions behind it. | 
For all these reasons, the international equity ex- 
change would be best off inside the Stock Exchang 
but run—as the gilts market or traded-options market- 
should be run—as a separate tier by those most active in 
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:xchange's own rudimentary foreign share-dealing ser- 
ice, SEAQ International, or another) has detracted 
om: that main point. It needn't have done. What 
atters is that the system should suit the dealers who 
ve to use it, be able to interact with other screen- 
sed equity trading systems (NASDAQ is the biggest) 
d be compatible at some level with whatever elec- 
onic gadgetry the Eurobond houses one day adopt. 

The only true obstacle to the merger of home and 
foreign firms is the reluctance of those with influence in 





t. The quarrel over what system to use (the Stock 


the London Stock Exchange to share it, matched by the 
unwillingness of foreigners who pride themselves on 
their buccaneering spirit to bow to the more Dickensian 
habits of the City's old-boy system. To the outsider, 
both views are becoming quaintly irrelevant. For its 
part, the Stock Exchange needs the foreign houses and 
their business if it is to avoid becoming a financial 
backwater. For their part, the Nomuras and Merrill 
Lynches will benefit from the imprimatur, expertise and 
technical capabilities of the Stock Exchange. The City 
can only gain from a partnership. 


















Now Glushkov's gone 


Mr Gorbachev can proceed to his most necessary economic 





































eform—the decontrol of prices 


The removal last week of the arch-conservative Mr 
ikolai Glushkov as chairman of the powerful State 
ommittee for Prices gives Mikhail Gorbachev his 
biggest opportunity to tackle Russia's worst economic 
handicap: the absence of market prices, for either 
onsumer goods or producer goods. Will he take it? 
For consumer prices, Mr Gorbachev's problem is that 
he ordinary Russian in the queue may not immediately 
cognise how absurd Russia's price control has be- 
ome. The policy of keeping retail prices stable—the 
nominal prices of some basic foodstuffs have been the 
ame for more than 20 years—makes Russian house- 
wives queue for hours in the winter snow to buy a piece 
f meat. It brings weird wastes, like the use of bread as 
heap animal feed. And it has meant food subsidies 
qual to 1076 of national income, about five times their 
share even in the EEC. The difference is that the EEC 
subsidies go to farmers, and make them produce too 
uch food. The Soviet subsidies go to consumers, and 
ourage them to demand more food than farmers are 
compensated to produce. 
Russia needs to push food prices quite sharply up. 
ny Pole will tell you that does not lead to cheering in 
the streets. So far, therefore, Mr Gorbachev has 
esitated and nibbled. He is introducing food-price 
ses through the back door by encouraging more food 
be channelled through the uncontrolled and higher- 
priced kolkhoz (peasant) markets rather than through 
te'stores. He ought to go further, up to a rather clear 
nt: the farmers need to know they will get as much 
oney if they sell to the state stores as on the kolkhoz 
r the black markets. Mr Gorbachev might then be wise 
increase pensions and family allowances, as the 
chinese did. Outside food, he should have fewer 
roblems about freeing consumer prices. A healthy 
se of competition from private enterprise could keep 
rices for services like hairdressing and electrical re- 
pairs down. 
Mr Gorbachev's problem in getting producer prices 
to play a proper economic role is that decades of no 
competition have made many factories monopolies. 
"Wholesale prices in Russia are thought of as accounting 
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tools, not signals that tell factory managers what t. 
produce and where to buy their materials. Those 
decisions are taken by planners at Gosplan (which 
dictates output) and other agencies. One of the most: 
disastrous of these is the State Committee for Material- 
Technical Supplies (Gossnab), whose bureaucrats ar- 
range for the transfer of goods from Factory A to 
Factory B at prices fixed by the price committee. Since 
putting a rouble tag on everything from dashboards to. 
doorknobs is a mammoth job, prices remain unchanged 
for years. And the cost-plus-a-bit-for-profit formula 
used to set them takes no account of a product's 
scarcity, or how much of it is really demanded. 


Producer prices meant political power 

That was just fine with Mr Glushkov, who once wrote 
that “the production relations of socialism are incom- 
patible with the decentralisation of planning and with a 
market economy". What he meant was that bureaucrats 
like himself got a lot of their power from saying which 
things should go to which factories and shops, and a lo 

of their job satisfaction from saying “по”. Now that the 
Glushkovites are in retreat, Mr Gorbachev should 
abolish Gossnab. This does not mean that he is likely to 
set every factory (including defence factories?) bidding 
free for each piece of raw material, and each shop 
bidding free for each completed good. Even the Chi- 
nese have shied away from doing that. 

So Мг Gorbachev's best bet may be to follow 
Hungary's scheme: continue to fix prices for monopoly 
materials (eg, oil, coal, steel), but allow free price- 
bargaining where competition would keep price rises 
under control. The producer prices of most goods could 
be allowed to fluctuate between pre-determined limits, 
with the idea that more and more “limit-priced” goods 
would gradually be shifted into the totally free catego- 
ry. Hungary's experience suggests that conservative 
pressure against even these cautious steps will be fierce. 
But if Mr Gorbachev is not willing to face it over pricing 
policy, the Soviet Union will continue to be the sort of 
country where only one-fifteenth as many Russians as 
Americans have a motor car. 
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Continuing strength 
and expansion 


Half yearresults (unaudited) 
























































Revenue £330.0m £299.6m £581.5m 
Profit before taxation £92.6m  £78.1m £124.3m 
Earnings for the period £57.5m | £49.9m  £79.0m 
Earnings per ordinary share 15.8p 13.7p 21.7p 
Dividend per ordinary share 4.0p 3.25p 11.0p 














Theinformation shown above forthe yearended 31 December1985 is 

extracted from the full financial statements for that year which received 
an unqualified report by the group's auditors and which have been filed 
with the Registrarof Companies. 
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The Afghan puppet trying to 


slip his strings 


Afghanistan has its own Mikhail Gorba- 
chev. He is Dr Najib Ahmadzi, the medi- 
cal man who took over as secretary of the 
People's Democratic party in May. Since 
then he has emulated Mr Gorbachev in 

lling the comrades to stop slacking and 
«9 а decent day's work. "A sleeping 
person cannot awake another sleeper,” 
he told à recent party meeting. Coming 
from the former chief of the secret police, 
such remarks have had an awakening 
effect in Afghanistan. But Dr Najib, like 
Mr Gorbachev, seeks a world audience. 
He has sent word to his diplomats over- 
seas that they must get more favourable 
publicity for Afghanistan. He is tired of 
his government being portrayed as a 
Russian stooge. 

In London the Afghan government has 
an elegantly furnished embassy in a posh 
district near Harrods. On August 28th it 
opened its doors to give a rare press 
conference to what the chargé d'affaires 
called “distinguished and noble" western 
journalists. He told them nothing they did 
not already know. The one piece of 
interesting information he offered—that 
the Russians were going to withdraw 

etween 7,000 and 9,000 troops from 
afghanistan this year—had already been 
announced in Moscow. He would not say 
how many Russians there were in Af- 
ghanistan, only that western estimates of 
120,000 were greatly exaggerated. But 
the meeting was not entirely a waste of * 
time. The Afghan government has shown 
that it is trying to rejoin the world. 

Dr Najib was aware when he came to^ 
power that his government was almost 
friendless. Afghanistan's neighbour Paki- 
stan constantly portrayed it as a cowardly 
regime, protected from the brave muja- 
heddin guerrillas only by Russia's army of 
occupation. Its neighbour Iran was inter- 
ested in Afghanistan only as a target for 
its revolutionary brand of Islam. China, 
with which it shares a tiny border, is 
believed by the Afghan government to be 
supplying arms to the guerrillas. 

Even Russian friendship, which Dr 
Najib publicly calls “the most important 
national wealth of our people", could be 
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dangerous for him. Russian and Ameri- 
can officials preparing the ground for a 
possible summit meeting between Presi- 
dent Reagan and Mr Gorbachev later this 
year have been talking about how soon 
Russia might withdraw its army from 
Afghanistan. The most recent meetings 
between the officials were held in Mos- 
cow on September 2nd and 3rd. No 
representative from Afghanistan was in- 
vited, and this must have been disturbing 
to Dr Najib. His government has made it 
clear in the past that it wants the Russians 
to stay in Afghanistan for at least four 
more years. 

Until Afghanistan was mentioned at 
last November's Reagan-Gorbachev sum- 
mit, the chance of a settlement of the war 
seemed to depend on the interminable 
Geneva negotiations presided over by an 
indefatigable United Nations official, Mr 
Diego Cordovez. His patience may yet be 
rewarded. If a deal is finally done and the 
Russians leave Afghanistan, some of his 
achievements—agreements for the pro- 
tection of refugees, for example—may 
get into the small print. But Dr Najib has 
come to realise that any deal is now less 


So nice to be abroad, say Russia's jaywalking soldiers in Kabul 


likely to be struck in Geneva than in a 
fireside parley between Mr Reagan and 
Mr Gorbachev. 

The question that must be haunting Dr 
Najib is whether if there were a deal he 
would be regarded as expendable—or 
even murdered, as most of his predeces- 
sors have been. A new "unity" leader 
would no doubt be demanded by the 
mujaheddin (and by Pakistan) as part of 
the price for making peace. Dr Najib is 
only 39, and clever. He is aiming to make 
himself indispensable. 

He may have the wherewithal. As the 
secret police chief he ran the Afghan 
"pacification" programme—which con- 
sisted of bribing tribal leaders with money 
and guns to oppose the guerrillas, whom 
the autocratic chiefs do not much like 
anyway. Under his rule many peasants 
have been given their own plots of land. 
Neither has he neglected Islam. New 
mosques have been built and old ones 
repaired. The government claims that 
30,000 guerrillas have laid down their 
arms, and perhaps half this number have 
actually done so (though that still leaves 
several times more guerrillas fighting the 
regime). During this summer's fighting, 
guerrilla attacks seem to have damaged 
the Russians and the Afghan army much 
less than they did in previous years. 

Dr Najib believes that the mujaheddin 
are in essence a rabble who continuously 
quarrel among themselves, and who 
would disintegrate once their supplies 
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stopped coming in through Pakistan. His 
view of the mujaheddin conveniently ig- 
nores the fact that they still control most 
territory outside the big towns. But itis not 
entirely at odds with that of a conservative 
American senator, Mr Orrin Hatch, who 
has made two visits to Afghanistan. He told 
a Senate committee last month that the 
strength of the resistance was deteriorat- 
ing, partly because of disunity. 

The Afghan leader thinks the guerrillas 
would be demoralised if the Afghan gov- 
ernment won western recognition. If the 


Central America 


Russians believe he is right—and they 
have done most of the fighting against the 
guerrillas—they might decide that they 
could leave the country safely in his 
hands, gradually reducing their garrison 
(though it would be a critical matter how 
long a withdrawal period was finally 
agreed on). Mr Gorbachev, who orches- 
trated Dr Najib's appointment in May, is 
watching him carefully as he decides 
what, if anything, to concede over Af- 
ghanistan. Dr Najib, equally, is nervously 
watching Mr Gorbachev. 


The long, sad history of Contadora 


The Reagan administration has frequently been criticised for not taking 
the Contadora peace talks in Central America seriously enough. What 
has happened in these talks, and where do they stand now? 


The Contadora group, named after an 
island off Panama, was set up in January 
1983 by the foreign ministers of Colom- 
bia, Venezuela, Mexico and Peru. Their 
aim was to draw up a treaty that would 
reduce tension between Nicaragua and its 
neighbours. Honduras, Costa Rica, El 
Salvador and Guatemala all welcomed 
the idea. The Sandinist government of 
Nicaragua said at first that it preferred to 
negotiate directly with the United States, 
but the following July accepted the idea 
of mediation by the Contadora group. 

The group tabled its first draft in Sep- 
tember 1984. Nicaragua said at once that 
it was prepared to sign this version, but 
the other Central American countries 
insisted on additional clauses. In particu- 
lar, they wanted the treaty to set numeri- 
cal limits on the size of local armies and 
armouries, and to establish a proper sys- 
tem of inspection. Nicaragua has the 
largest army in the region—around 
75,000 men compared with 22, in 
neighbouring Honduras and 8,000 armed 
police in Costa Rica—and its neighbours 
wanted this cut back. 

The Sandinists at first refused to accept 
any amendment and called again for 
direct talks with the United States. In 
1984, talks between the two were held at 
Manzanillo in Mexico. At these talks, the 
Americans offered to scale down their 
military exercises in Honduras in ex- 
change for a réduction in Nicaragua's 
armed forces. The Americans agreed that 
Nicaragua's army should be reduced only 
as the military activities of the (Ameri- 
can-backed) anti-Sandinist contra guerril- 
las diminished. 

The talks foundered after nine rounds, 
with the Sandinists still insisting on the 
terms of the first Contadora draft. The 
Americans said that peace negotiations 
for Central America would be better 
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handled within the Contadora framework 
than through direct negotiations between 
them and the Sandinists. The Nicara- 
guans claim that the United States has 
since been influencing the negotiating 
positions of Costa Rica and Honduras 
behind the scenes. 

The Nicaraguans nonetheless rejoined 
the Contadora negotiations in 1985, and a 
new draft treaty was drawn up in Septem- 
ber of that year. The 1985 draft contained 
hard-and-fast proposals for a "verifica- 
tion and control commission" and, while 
it did not set precise limits on arms or 
armies, it did provide for a cut-off date 
after which the commission itself would 
set them. This version was denounced by 
the Nicaraguan foreign minister, Mr Mi- 
guel d'Escoto, as "something that de- 
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A headache, Mr d'Escoto 





fends totally the interests of the United 
States". 

This draft remained in limbo until the 
four Central American presidents met at 
Esquipulas, Panama, in May 1986 and 
agreed to try to settle their differences by 
the following month. A third draft was 
drawn up which made concessions to the 
Nicaraguan view. It provided for a total 
ban on American manoeuvres in Hondu- 
ras and an end to American aid to the 
contras; but it again linked these provi- 
sions to specific limits on arms and ar- 
mies. This trade-off proved unacceptable 
to the Sandinists, who refused to sign. 

The third draft is still on the table, but 
none of the parties is eager to get around 
to it again unless some agreement seems 
likely. Under the latest draft, the Central 
American countries would agree to: 

ө Refrain 


from giving any political, military, financi 
or other support to individuals, groups, 
irregular forces, or armed bands advocating 
the overthrow or destabilisation of other 
governments and to prevent, by all means at 
their disposal, the use of their territory for 
attacks on another state or for the organisa- 
tion of attacks, acts of sabotage, kidnappings 
or criminal activities in the territory of 
another state. 


This would require Nicaragua to stop 
accepting the Salvadoran guerrilla leaders 
who take refuge on its territory. The 
provision would also require Honduras to 
try to stop the contras from launching 
attacks against Nicaragua from Honduran 
territory. 

© Ban “foreign military bases, schools or 
installations” from their territories. 

@ Ban purchases of new weapons, al- 
though “replenishment supplies, ammu- 
nition and spare parts" would be allowed. 
@ Ban international military manoeuvres 
(of the kind the United States frequent! 
holds in Honduras)—provided, however, 
that the force-level limits were being 
observed. 

€ Hold free elections, which could be 
guaranteed by observers from other Cen- 


*.tral American countries. At the insistence 


of Nicaragua, which considered this pro- 
vision an interference in its internal af- 
* fairs, these observers would be allowed in 


` only at “the express invitation of the state 


in which the electoral process is taking 
place." 

@ Limit the size of Central American 
armies and armouries, according to a 
formula to be decided within 90 days of 
signing the agreement. 

This provision is the core of the current 
disagreement. The Sandinists say that the 
limits should apply only to "offensive" 
weapons: in the past they have argued 
that most of their forces are defensive. 
They have also been ambiguous about the 
criteria by which the acceptable size of 
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Trans-Natal. Unleashing the 
*full potential of coal energy 


Trans-Natal. One of the largest iponsibilifies, qualities of coal in order to optimise | 
producers of coal in Southem Africa. ий! N@tal cares as much for the utilization of its natural carte er | 
А company inthe Gencor Group gA aff relations as it cares And Trans-Natal is constantly look 
committed not only to unleashing t 3g in operations which ing to the future. Ensuring it has. à 
the full the potential of coal as a roduce the right quality massive reserve base to last well info 
viable source of energy, but which $9 market. Creating job the next century. 
has also had the foresight to invest in 5s and providing its cus- In addition to its recognised · 

people energy. the kind of service they success within Southem Africa, the 
People with exceptionally strong have a tight to demand. Delivering company is continually gaining mo 
management capabilities. An experi- on time, every time and playing a mentum within the export market. 
enced, result-orentated team head- positive role in coal price stability. With customers throughout Europe 
ing a modem, Dd and entre- People energy too, means Trans- the Middle East and the Far Eost, 
preneurial equal opportunity company. Natal is an innovator in mining con- Trans-Natal Coal Corporation. The 
А company aware of, cepts. Concepts like multi-product energy of its people unleashing the 
and carrying out, its collieries which produce different full potential of its coal energy. 


Trans-Natal Coal. Energy out of Energy. 


A company in the Gencor Group. 
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-]985 — a good year in every. 


Automobile production went. 





Motorcycle production in- ` 
creased by 9%. 

Turnover rose by about 10% 
as well. 

Pretax profits and the 
resulting taxes were once again 
higher than the year before. 

The accounts for the 1985 
business year represent 
renewed and impressive evi- 
dence of BMW's performance. 

This success is based on far- - 
sighted Company policies. 

To maintain this progress, 
and to enable BMW to enjoy 
continuing prosperity, forward- 
looking investment decisions 
must be taken without delay.. 

There is no other way to 
cope with the accelerating pace 
of technological progress. 

Investment in fixed assets ac: | 
cordingly rose by 60% in 1985. | 

Investing in tangible assets 
alone, however, is not enough: 
knowledge and skills are just as. 
vital if the company's 
technological lead is to be 
maintained. 

New recruitment, therefore, 
accounted for an increase of 
almost 4% in the workforce, 
including training positions for 
the young. 

Thanks to these measures, 
and the continuity in company 
policy, we are extremeley well- 
equipped to face the future. 

BMW is therefore in a positio 
to introduce the new products, 
and design developments, year 
after year which provide an | 
essential stimulus to the automo- 
tive scene, and in this way to сот |. 
solidate and increase its share 


of the world BMW AG 


market. 
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Ifyou have sterling funds to invest, find out about the 
Sterling Money Account managed by offshore bankers, 
Tyndall & Co (Isle of Man) Ltd. 


You earn high interest (the result of Tyndall Group's 
muscle in the money market) and enjoy the convenience 
ofa cheque book for all normal banking services, including 
instant access to your funds, and payment of large bills 
(minimum cheque £250). The account can also be used for- 
standing orders. 


Investment is in UK banks, local authorities and 
building societies. Interest is credited four times a year, with 
the interest itself earning interest to give you an even higher 
return (currently 9.71%). Post the coupon for details. 





* Rate at time of going to press. 
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Central American armies should be 
judged: they say that the levels should 
reflect “state security needs of an internal 
and external nature". 

The Sandinists argue that the exact 
formula should be negotiated after the 
Contadora agreement has been signed. 
At the last Contadora meeting, in June, 
the Hondurans proposed fairly loose lim- 
its on the size of armies. But the Guate- 
malans and Costa Ricans argued for tight 
ones, and wanted the specific criteria for 
these limits to be agreed to before the 
treaty was signed. 

@ Set up a verification and control com- 
mission to police these limits. After long 
arguments about the make-up and scope 
of the commission, it was given wide- 
ranging powers. But the Costa Ricans, in 
particular, still complained that the mech- 
anisms of verification were "incomplete". 

‘he commission would not in any event 

е of much use if there were no clearly 
defined limits to verify. 


Non-aligned conference 
Sanctions à la carte 


FROM QUR SPECIAL CORRESPONDENT IN HARARE 


When Colonel Qaddafi arrived at the 
non-aligned “summit” in Zimbabwe on 
September Ist with the clear intention of 
making anti-Americanism the confer- 
ence’s main theme, he seemed to be 
pushing at an open door. The member 
states’ foreign ministers had already 
drafted an unprecedentedly anti-Ameri- 
can declaration. It contained 54 condem- 
nations of the United States by name (the 
movement’s 1983 Delhi conference had 
produced only 30, its 1979 Havana one 
only 14). It even attributed to American 

ressure the fact that, this time, half of 
«wie members’ heads of state or govern- 
ment have stayed away. In contrast, the 
Soviet Union was not mentioned, even in 
the section on Afghanistan. 

The anti-American strain was strongest 
in the paragraph on Libya. The non- 
aligned governments were to denounce 
American “provocation and aggressions” 
against Libya, in particular ‘ће unpro- 
voked aggression” of the April bombing 
raid, and to pledge their support for 
Libya. What more could Colonel Qaddafi 
want? 

Well, worldwide publicity, for a start. 
The media-people in Harare number 
around 1,000 and the flamboyant colonel 
makes better сору than Zimbabwe's 
prime minister, Mr Robert Mugabe, who 
now holds the movement's chairmanship; 
or India’s Mr Rajiv Gandhi, who has just 
handed it over; or even Cuba’s President 
Fidel Castro, who may by now be rated as 
one of the movement's grand old men. 
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But the colonel, in his speech on Sep- 
tember 4th, made an ass of himself. The 
non-aligned movement was aligned with 
America; the Commonwealth countries 
were puppets, the French-speakers too 
(an insult to practically all the Africans 
present); he would form an international 
army to fight the Americans all around 
the.world. With dignity, Mr Mugabe 
squelched him. The “frontline” African 
governments consider the Libyan hoopla 
a vexatious distraction from what they see 
as the conference's real task: working out 
a practical plan of action against South 
Africa, which, however modest, would 
show that the movement means business. 

This is proving to be more complex, or 
perhaps more confused, than was origi- 
nally expected. Mr Mugabe struck an 
unexpectedly moderate note in his open- 
ing speech. He proposed that, pending 
adoption by the United Nations Security 
Council of comprehensive mandatory 
sanctions, the non-aligned states should 
implement “voluntary selective sanc- 
tions". With the ample escape hatches 
provided by the words “voluntary” and 
"selective", the movement can easily 
adopt a tough-sounding text on sanctions. 

The African group has drafted a decla- 
ration which suggests 13 sanctions from 
which the non-aligned could make their 
selection. This list includes proposals 
made by the Commonwealth govern- 
ments and others, with an added recom- 
mendation—the ending of shipping links 
with South Africa. 

Since the non-African non-aligned 
countries have few links with South Afri- 
ca, it is the effect of sanctions on the 
African countries, especially South Afri- 
ca's neighbours, that really matters. Sev- 
en of the 13 proposals, if they were 
applied, would probably hurt the black 





Half-aligned against Qaddafi 


——— P————— к ————À9.- VR GG 
ah i F 


Tie maz o dac. 


Africans more than South Africa; it was 
reckoned that three would hurt both sides 
equally, and three would hurt South Afri- 
ca more—especially the ban on imports of 
its coal. But to at least a few of the 
African members, such cold calculation 
would not matter even when the pain 
began to be felt. 

Mr Mugabe was clearly aware that he 


was really addressing his appeal to the _ |: 


industrial countries, which are the ones 
that might make sanctions bite against 
South Africa. He suggested sending a 
team of foreign ministers to those coun- 
tries to persuade them to adopt manda- 
tory sanctions. But Mr Mugabe still ar- 
gued that the non-aligned should go 
ahead with sanctions even if others do 
not, and the movement's outgoing chair- 
man, Mr Gandhi, backed him. The move- 
ment must, Mr Gandhi said, help the 
front-line states, and “India will". But 
few of the non-aligned outside Africa will 
follow India's example. 

To his credit, Mr Mugabe made it clear 


in his opening speech that the non-aligned — — i 


movement ought also to concern itself 
with broader issues than sanctions against 
South Africa. He put sanctions in third 
place, after disarmament and global eco- 
nomic equality. In the end, however, the 
problems of southern Africa were bound 
to dominate a conference held there. 


South Africa 
Can't pay, won't 
pay 


FROM A CORRESPONDENT IN SOUTH AFRICA 


South Africa's biggest black local author- 
ity was set up nearly three years ago to 
run the affairs of at least 1m people living 
in Johannesburg's south-west township, 
Soweto. It has now almost stopped func- 
tioning. Its 28 black councillors are con- 
demned as collaborators by the township 
radicals, and several of their homes have 
been burned down. Many councillors 
sleep in the city of Johannesburg itself, a 
defiance of the law on residential segrega- 
tion that the authorities condone. Those 
who sleep at home do so heavily guarded 
by the armed men of the hastily-recruited 
Soweto council police. ! 
President Botha has recently spoken of 
giving "self-government" to the black 
townships. But Soweto's council was sus- 
pect from the time it was set up in 
December 1983. Most black opposition 
organisations called for a boycott of the 
council elections, on the ground that the 
council was an unacceptable substitute 
for black participation in central govern- 
ment. Only 10% of the eligible residents 
voted. 
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Та date August 20 Soweto residents 
were killed by the police, in the latest 
development of a three-month-long rent 
strike. The council had evicted seven 
households for non-payment of rent and 
had threatened to carry out more evic- 
tions. Residents, organised by the young 
radicals known as the “comrades”, erect- 
ed barricades to keep the police out of the 
narrow side-streets of the Jabavu district, 
one of Soweto's poorest areas. A council- 
_ lor, Mr Sydenham Makwanzi, was stoned 
to death by the crowd. The police were 
stoned when they tried to remove the 
.. barriers, and fired into the crowd. There 
_ was more shooting, and extra censorship, 
гоп September 4th at the funeral of the 20 
' residents. 
The rent boycott, started in June, has 
been highly effective, with two-thirds of 
.Soweto's 75,000 officially registered 
householders refusing to pay. The 
_ Soweto town clerk, Mr Nico Malan, 
thinks it may now spread further. One of 
his colleagues confided despairingly, “Ме 
can’t evict the whole of Soweto”. 
| Blacks in 38 townships throughout 








South Africa are refusing to pay rent. The 


boycott movement began in the Vaal 
triangle, just south of Johannesburg, in 
September 1984. Since then many coun- 
cillors in the townships have resigned, 
sometimes in sufficient. numbers to de- 
prive a council of a quorum, sometimes as 
a block, forcing the government to ap- 
point a special administrator, usually a 
white man. It did so recently in Alexan- 
dra, a township on Johannesburg's north- 
ern boundary, after popular anger forced 
the mayor, the Reverend Sam Buti, to 
resign. In the nearby township of 
Tembisa the councillors who had not 
resigned were too few to form à quorum. 
The government appointed them as ad- 
ministrators, but they still did not dare to 
evict rent defaulters. 

Soweto's. council spends 9m rand 
($3.7m) a month, and is supposed to be 
self-financing. Rents, which include 
charges for water, electricity, refuse re- 
moval and sewerage, are supposed to 
produce 5m rand of the necessary in- 
come, but have been producing only 1m 
rand, and will now probably produce 


All ina day's work 


It is one thing for China's leaders to outline their vision of a new kind of 

Communism. It is another for the peor down below who are supposed to 

flesh it out. A special correspondent combines the experience of several 

different enterprises to report on the life of a fictitious, but none the less 
" typical, factory manager under the reforms 


Pity poor Mr Guo, who was recently 
made director of the Great Wall Phar- 
maceutical Factory in Peking. The re- 
forms in China’s industry, launched in 
October 1984, helped get the state off his 
back, so he can be more a real manager 
and less a plaything of bureaucrats. But 
this new freedom has its price. Mr Guo 
now has to take more responsibility for 
his factory's performance. What that can 
mean was brought home this summer 
when for the first time the Communist 
“government did the capitalist thing and 
let a factory in the north-eastern city of 
Shenyang go bankrupt. 

Things are changing, but not necessar- 
ily in ways that allow Mr Guo to sleep 
easily. Two years ago, what the factory 
could produce and how much of it were 
rigidly controlled. by state quotas that 
also set prices, specified quality and even 
laid down the number of workers to be 
employed. If Mr Guo’s predecessor 
wanted a new stapler he had to go first to 
his supervising bureau for approval. 

Now China has announced an end to 
the old job-for-life system and is prepar- 
ing to give managers like Mr Guo more 
freedom to fire as well as to hire. Quotas 
are slowly giving way to the market. This 
year ошу 70% of his output will be 
bought by the state; next year even less. 
Mr Guo will have to find his own custom- 
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ers for the rest. But marketing is an 
unfamiliar art. 

The Great Wall Pharmaceutical Fac- 
tory employs 2,300 people: three of them 
work in sales. They sit in a corner of the 
quality-control department and have so 
far confined their selling efforts to taking 
orders from selected cüstomers. Unlike 
the 15 people in the purchasing depart- 
ment, who scour the country for scarce 
materials, the sales people seldom have 
to leave their desks. 

Yet in the past few months Mr Guo 
has become dimly aware that competi- 
tors from Shenyang, Shanghai and Tian- 
jin have been turning up in Peking, 
filching his customers. The days of pro- 
tectionist and parochial city-states are 
numbered. Enlightened . bureaucrats 
now speak of "horizontal relation- 
ships"—-a code-phrase for letting fac- 





Wall factory to think “market” is not 
easy. The state's supervising bureaus, to 
which he still reports, will allow him to 
move his selling price only within a 
narrow range: 10% higher or lower than 
a predetermined figure. His razor-thin 
after-tax margins (an enterprise's profits 











even less. The town clerk has asked the 
-central government. for what he. calls 
"bridging finance". But the government 
is extremely reluctant to make loans for 
councils operating expenses. 

If the Soweto council now tries to evict 
more rent defaulters, it will face the full 
strength of the: boycott movement. If it 
continues to- provide services free of 
charge it will: get deeper into debt and, 
even more important, show itself to be 
powerless. President Botha had hoped 
that the “self-governing” . townships 
would foster a new breed of black leaders 
to co-operate with his regime. He is not 
getting quick results. uus 


Middle East TN 
Kite-flying weather 


Mr Richard Murphy, an American assis 
tant secretary of state, has been testing ^ 
the Middle East climate to see whether it 
would be. wise. for Mr George: Shultz 
himself to go there now. The key question 





are taxed at rates of 55-90%) do not 
leave him enough money to pay for 
expansion of capacity. The Great Wall 
factory is a state-owned enterprise, and. 
reforms or no the firm's future is still 
very much in the hands of the bureau- 
crats. They can decide to pour money in, 
or leave Mr Guo to fend for himself. 

Fending for themselves is just: what 
China's smaller collective enterprises 
have been doing all along. They are both 
more independent and less protected by 
the state than the larger, more lethargic 
state-owned firms. Workers in collective 
enterprises are generally paid less and 
have less job security than they would in 
a state-owned business. Yet the output 
of the collective sector has been grow- 
ing—from a much smaller base, of 
course—about twice as fast.as the state 
sector's output. 

Some collective enterprises have 
turned into formidable competitors for 
factories like Mr Guo's. Stung into ac- 
tion, Mr Guo has already started subcon- 
tracting the making of components to 
small rural collectives in Peking's sub- 


"urbs, thereby easing the pressure on his 


antiquated equipment and overcrowded 
central-city site. He has also entered into 
à joint venture with a rural collective in 
Sichuan province for raw materials. 

And who knows, if things do not go as 
he wants them to at Great Wall Pharma- 
ceutical, Mr Guo might find it fun to run 
a go-go collective enterprise, where a 
manager has some élbow-room to man- 
age and, for directors at least, the -pay 
can be higher. But there is a hitch: the 
state supervisory bureau would first have 
to approve his transfer. The new Chinese 
revolution still has a long way to go. 
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is whether there are any grounds for hope 
that the deadlock over the future of the 
Israeli-occupied West Bank and Gaza can 
be broken or bypassed. 

Some observers hold that the Arab 
world's relatively muted reaction to the 
recent meeting between King Hassan of 
Morocco and the Israeli prime minister, 
Mr Shimon Peres, suggested a broaden- 
ing feeling among Arab moderates that 
peaceful co-existence with Israel was an 
acceptable goal. If the much-canvassed 
meeting between Mr Peres and Egypt's 
President Hosni Mubarak takes place it 
might reinforce this feeling. And to many 
eyes October 15th looks rather like a 
deadline. The relatively conciliatory Mr 
Peres, who heads the Labour party, must 
then hand over the prime ministership of 
Israel to the Likud alliance's leader, Mr 
Yitzhak Shamir, under the terms of their 

neasy coalition. 

There has hitherto been no sign of a 
solution to the problem of finding Pales- 
tinians who would be both qualified and 
willing to join in talks with Jordan and 
Israel about the future of the occupied 
territories. Early this year the Palestine 
Liberation Organisation backed away 
from agreeing that non-PLO Palestinians 
might attend such talks. King Hussein of 
Jordan then declined to go ahead without 
the PLO's agreement. 

Mr Peres has now floated a new sugges- 
tion: Egypt, Jordan, Israel and the Unit- 
ed States might hold talks about produc- 
ing a working paper for an international 
conference about peace in the Middle 
East. The Jordanian delegation would 
include Palestinians who would be jointly 
appointed by Jordan and Egypt. 

Endorsement of such a formula by 
Egypt and Jordan still looks very unlike- 

_ly. President Mubarak is reluctant to have 
i meeting with Mr Peres at all, let alone 
Jne that would endorse putting the PLO 
on the sidelines, and he appears to be 
using niggling difficulties in the settle- 
ment of the Taba dispute as a pretext for 
putting it off. However, he also wants to 
keep the aid-giving Americans happy. 
Last week a veteran Israeli emissary, Mr 
Ezer Weizman, visited West Germany 
and Italy to ask their governments to help 
to encourage the Egyptian president to 
try out the Israeli suggestion. 

The idea of discussing an international 
Middle East conference may give the 
proposed talks a context that could make 
the PLO's exclusion easier to swallow, but 
it also introduces the vexed question of 
the Russians' role in the peace process. 
Senior Soviet officials have been touring 
Arab capitals asserting their right to take 
a hand in it. But a substantial shift in the 
attitudes of the Americans and the Israe- 
lis would be needed before they would go 
along with this. 
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Have a heart for the tinmen 


President Victor Paz Estenssoro, having 
triumphed in the first stages of his cam- 
paign to bring Bolivia's economy back to 
life, has taken on his country's main loss- 
maker, tin. The world price has collapsed 
over the past year, and Bolivia has been 
one of the main victims of it. On August 
26th Mr Paz Estenssoro announced that 
seven mines would be closed, and nine 
others would be leased to miners' co- 
operatives, a move presented as a “соп- 
cession" to the trade unions, and expect- 
ed to lead inevitably to the mines' 
closure. 

Of the country's 20,000 tin-workers, 
about 7,000 have already lost their jobs. 
Now 8,000 more are likely to go. With no 
alternative jobs available, the dirt-poor 
tinmen have grown desperate. Some 
5,000 of them decided to march to the 
capital, La Paz. 

At first Mr Paz Estenssoro thought the 
hungry, rag-tag marchers, most of them 
suffering from sore feet, could be handled 
peacefully. He later concluded that Boliv- 
ia’s left-wing trade unions would take 
advantage of the marchers' arrival to 
make La Paz unbearable. So on August 
28th he imposed a state of siege, saying 
that the miners “аге not interested in the 
fact that tin, which we produce for $10 a 
pound, is sold on the international market 
for $2.48—their objective is to liquidate 
the government". About 160 union lead- 


v/ 


25 


Smile, this is only a siege 


ers were detained. The army dispersed 
the marchers back to their wretched 
homes, where they are likely to get ever 
hungrier. 

The first thing Mr Paz Estenssoro did 
on taking office last year was to attack 
inflation, then running at about 20,000% 
a year, by drastic deflation and wage 
controls. Inflation is now running at an 
annual rate of 20%, and the exchange 
rate is fairly stable. It was a victory, if a 
painful one. It was also marred by an 
increase in Bolivia’s cocaine production, 
which Mr Pas Estenssoro’s government, 
pressed by the Americans, has been try- 
ing to cut back—recently, to the fury of 
his left-wing critics, with the help of the 
American army. 

Mr Paz Estenssoro’s economic pro- 
gramme has been rewarded by a standby 
credit of $50m from the International 
Monetary Fund. Bolivia is now discussing 
two more IMF credits, one to compensate 
for the fall in tin export earnings, the 
other to help get the economy straight. 

After stabilisation, what? The only 
thing that could perhaps drag battered 
Bolivia out of its miserable poverty is 
foreign investment in export industries 
and in agriculture. The hills are said to 
contain a lot of gold, and semi-precious 
metals too. There are plenty of unem- 
ployed miners now. All they need is 
someone to take the risk of investing. 
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INDIA'S CASTES 





Old fissures in a new 


landscape 


When India won its independence, the government declared war on the 
caste system. So far, caste seems to be winning. Although its hold over 


social I 


is loosening, modern politics has given it a new importance. 


The castes have become lobbies, which operate in much the same way 
as the black, Jewish and Roman Catholic lobbies do in America 


Caste is a refined form of apartheid. It 
works at two levels. On the first level 
there is a hierarchy of four castes: Brah- 
mins (priests), Kshatriyas (warriors), 
Vaishyas (landowners and traders), and 
Sudras (cultivators). The Brahmins 
were born out of the mouth of the 
god Vishnu, the Kshatriyas out of 
his arms, the Vaishyas out of his 
thighs, and the Sudras—the un- 
touchables—out of his feet. 

Those distinctions were intro- 
duced into India by the Aryans, 
who arrived around 2000 BC. They 
are thought to have served to sepa- 
rate the pale conquerors, who be- 
longed to the first three castes, 
from the dark Dravidian aborigi- 
nals, who were Sudra or untouch- 
able. The hierarchy is called varna 
(colour) in Hindi. 

Over the years, a more complex 
system, called jati (caste), devel- 
oped. The five main groups, includ- 
ing the untouchables, were divided 
into thousands of different castes, 
according to region, occupation 
and varna. There are probably 
3,000 major castes in India; these 
are subdivided into gotras, groups 
of families who can trace their 
descent from the same ancestors. 
Marriages are supposed to happen 
within the caste and outside the 
gotra. 

Rules on caste etiquette cover 
every aspect of life. They specify 
what the different castes can eat, 
how marriages are performed, the 
length of a woman's sari, what 
ornaments she may wear and 
whether or not a man may carry an 
umbrella. Their main concern is 
pollution: higher castes can be pol- 
luted by contact with lower castes. 
So whom you eat with, who cooks 


28 


Multi-storied Vishnu 


your food, whom you can marry, and how 
near you can walk to an untouchable 
without needing ritual cleansing, are all 
set out. The rules ensure that the castes 
live, work and procreate separately. 








Caste divided the labour market, and 
ensured that there were always people to 
do the nasty jobs at low pay. If you were 
from a caste of fishermen's clothes-wash- 
ers, you were supposed to do nothing but 
wash the clothes of fishermen. This had 
the sanction of religion: by fulfilling your 
dharma, or predestined duty, you ensure 
yourself a better life next time round. As 
the Hindu lawgiver, Manu, wrote 2,000 
years ago, “It is better to do your duty 
badly than another's well." He was also 
firm about the hierarchy. If a Sudra 
"arrogantly teaches Brahmins their duty 
the king shall cause hot oil to be poureu 
into his mouth and his ears". 

Although theoretically rigid, the sys- 
tem was flexible enough to allow castes to 
shift their status over the years. They did 
this by adopting the rituals of high- 
er castes: by pretending to be Brah- 
mins or Kshatriyas, some Sudra 
castes eventually got accepted into 
the top ranks. This flexibility may 
partly explain how the system has 
survived. 


Trying to beat the system 

Mahatma Gandhi did his best to get 
rid of caste. He insisted that the 
untouchables should be called Ha- 
rijans (beloved of God). Positive 
discrimination for the untouchables 
and tribal peoples (mostly forest- 
dwellers who got left ont of the 
modern world) was introduced by 
the British, and after independenc 
national quotas for government 
jobs and college places were set for 
these groups in proportion to their 
share of the population. 

Positive discrimination has shak- 
en the hierarchy. Castes which pre- 
viously had tried to pass themselves 
off as belonging to a higher varna 
opted for a lower status to get in on 
the quotas. But poverty, lack of 
primary education and the use of 
child labour limit the effectiveness 
of the quotas. Although 15% of 
university places are reserved for 
the tribals and untouchables, only 
7% are taken up. Only 5% of top 
government servants are untouch- 
ables; 1% are tribals. 

Untouchables are still not much 
loved. They are usually forbidden 
to use the village well or temple. 
Mass conversions of Harijans to 
Islam, Christianity or Buddhism, 
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which still go on, are evidence of the 
continuing strength of the caste system. 
Outside Hinduism, the untouchable be- 
comes touchable. Ram, the Harijan, can- 
not cook a Brahmin's food; once he is 
John, the Christian, he can. 

In the countryside, especially in the 
south, caste divisions are still pretty rigid. 
Even in the smartest city sets, it is still 
normal to marry somebody from your 
own caste but outside your gotra. Most of 
the hundreds of marriage advertisements 
in the Times of India every Sunday speci- 
fy caste, both jati and varna: "Wanted 
religious, devoted, dowryless bride for 
Kanyakubja Brahmin. Own residence, 
income thousands." 

Educated townies pay little attention to 
most of the rules, though the echoes are 
still there. One young Brahmin says that, 
although a non-Brahmin cooks his fam- 
ily's food, they have to conceal the fact 

om his grandmother when she comes for 


- 1unch. A bank executive, who claims to 


be anti-caste, says he would never take a 
glass of water from the woman who cleans 
his house. 

Economic development means that the 
old labour divisions can no longer be 
applied so rigidly. When a postal system 
was set up, the messenger caste was no 
longer needed. There were no castes of 
boiler-makers and computer program- 
mers. Modernisation has favoured the 
Brahmins. Although in the past Brahmins 
were ritually the top caste, the Kshatri- 
yas, who owned land, were richer. Land 
reforms since independence have weak- 
ened the land-owning castes; and jobs in 
the modern world require education, in 
which the Brahmins have the advantage. 

In some ways, modern life has strength- 
ened caste loyalties. Better communica- 
tions allow people of the same caste from 
^ifferent villages to get together. From 

ле beginning of this century, castes start- 
* ed forming associations to lobby govern- 
ments; the first caste political party, the 
Justice party, was created in 1917. It was 
a Madras-based, anti-Brahmin party, 
made up of middle and lower castes. It 
opposed the Congress, which was a Brah- 
min party, and therefore allied itself with 
the British. That set the tone for the way 
caste politics has been played since. 


Caste votes 
Democracy has perpetuated the divisions 
between the castes but weakened the 
hierarchy. In the past couple of decades, 
the lower castes have come to realise that 
they do not have to vote the way their 
superiors tell them to. Politicians need 
the votes of untouchables (now called 
scheduled castes) as much as they need 
the Brahmins' votes; so, at election time, 
they woo them. 

Like the ethnic lobbies in America, the 
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castes stick together because of a combi- 
nation of some common economic inter- 
est, attitudes towards positive discrimina- 
tion and implicit promises of mutual 
backscratching. Even if a caste is a mix of 
rich and poor, its members are generally 
keen for their caste fellows to get elected, 
because people in the national parliament 
and the state assemblies are in a position 
to look after the other members of their 
caste by giving them jobs and contracts. 
Positive discrimination pits the castes 
against each other: politicians appeal to 
lower castes by promising them bigger 
quotas of jobs and college places, and to 
higher castes by offering to cut quotas. 
Some of the parties are based on loose 
caste alliances, which vary over time and 
place. The strongest and commonest alli- 
ance is the one that the Congress party 
has built itself on—between the Brahmins 





Touching the untouchable 


(7% of the population) and untouchables 
(15%) with support from the Muslims 
(11%) and the Sikhs (2%). This alliance 
of minorities is based on a mutual desire 
to keep the majority, the middle and 
lower castes, out of power. 

The Bharatiya Janata party generally 
gets its votes from the urban upper castes. 
The Lok Dal, the party of a former prime 
minister, Mr Charan Singh, is a solid 
middle-caste agricultural party, appealing 
to the peasant castes of northern India 
like the Jats and the Yadavs. The Akali 
Dal, the Sikh political party, gets its votes 
from the Sikh Jats, not the lower-caste 
Mazhbis or the upper castes. The Bahu- 
jan Samaj party, formed in 1984, is a 
party for untouchables and has been 
taking votes away from Congress. Most of 
the alignments are loose, and some par- 
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ties, like the Janata party, have no caste 
base but make do with temporary 
alliances, 

Caste politics is more visible the lower 
down the political scale you go. Village 
politics is still primarily determined by 
caste. At the national level it is rarely in 
evidence. But in state elections, and in 
state-level party organisations, political 
leaders juggle with caste alliances. Poli- 
tics in the southern state of Kerala is a 
dismal struggle between the land-owning 
Nairs’ National Democratic party, the 
“backward” Ezhvas’ Socialist Republican 
party, the Kerala Congress, which is 
Christian and the Muslim League. 

In Uttar Pradesh and Madhya Pradesh, 
the current battle is betweeen the Rajputs 
(known locally as Thakurs) and the Brah- 
mins for control of the Congress party 
(Mr Rajiv Gandhi's brand). In the south- 
ern state of Karnataka, Mr Ramakrishna 
Hegde, the chief minister and India’s 
principal opposition leader, himself a 
Brahmin, has been wooing the lower 
castes and Muslims in an attempt to 
weaken the hold of the two landowning 
castes which dominate his Janata party, 
the Lingayats and Vokkaligas. Those two 
castes are now in revolt against him. 


Fighting for rights 

Arguments over positive discrimination 
have turned caste politics violent in sever- 
al states, most recently in Gujarat, where 
more than 400 people have been killed in 
caste riots in the past 15 months. Positive 
discrimination, which was intended to 
blur caste divisions, has sharpened them. 

Quotas of government jobs and college 
places for the untouchables and tribals 
are set nationally. But reservations for 
the “backward” castes, which make up 
40-50% of the population, are left to the 
states. In the south, where the anti- 
Brahmin movement has been strongest, 
most jobs and college places are re- 
served—in Tamil Nadu, 50% for the 
backward castes, plus 18% for the sched- 
uled castes and tribes. 

Farther north, where the Brahmins and 
Kshatriyas have kept their hold on politi- 
cal power, the backward castes have not 
had such a good deal. But politicians 
seeking their votes have recently intro- 
duced quotas for them, to the fury of the 
higher castes, which point out that plenty 
of members of the “backward” castes аге 
rich. Toddy-tapping castes, the people 
who make alcohol from coconut palms, 
are, for instance, despised; yet some of 
their members have made fortunes out of 
liquor. 

Gujarat's troubles started during the 
campaign for the state assembly elections 
in March last year. The chief minister, Mr 
Madhavsingh Solanki, himself from a 
backward caste, promised to increase the 
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backwards’ quotas from 10% to 28%. 
Because of a cumulative system of reser- 
vations—if the full quota is not taken up 
one year, it is higher the next—some 
institutions had quotas of up to 80%. The 
Patels, the richest caste in the state, 
brought the upper castes out on to the 
streets and the riots started. 

Mr Solanki was sacked and replaced by 
a tribal front-man, with a Patel as the real 
power in government. The quotas were 
not increased, so the backward castes 
came out in protest. Gujarat's troubles 
still rumble on. 

In the northern states of Bihar and 
Uttar Pradesh, India's most violent and 
backward area, caste politics is at its 
nastiest. Land reforms, which have 
worked in most of India, have not really 
been carried out in those states: the 
Brahmins, Kshatriyas and some of the 
upper Sudra castes like the Yadavs, have 


large land-holdings held under various 
names. Some land is theoretically owned 
by the government, but the lower and 
landowning castes compete for use of it, 
and get into disputes which often lead to 
violence. 


Grades of thuggery 
To fight these battles, the upper castes 
have private armies of mercenaries, or- 


ganised on caste lines—the Kuer Sena - 


(army) for the Rajputs, the Azad Sena for 
the Brahmins, the Srikrishna Sena for the 
Yadavs, and so on. Murders of Harijans 
by these thugs are commonplace. They 
are well-armed and, of course, illegal; but 
the police are usually on their side, justi- 
fying their stand by claiming that the 
lower castes are dacoits (bandits) or Nax- 
alites (communists). Politics, the adminis- 
tration and police are run by the higher 
castes. 


Brutality is not, however, restricted to 
caste politics. Over the past 15 years 
Indian politics as a whole has become 
increasingly violent and criminal at the 
fringes. Caste is just one more element, 
alongside religion, language, regional dif- 
ferences and economics, that divides In- 
dians and increasingly leads them to mur- 
der each other on political grounds. 

When other issues matter more, the 
importance of caste recedes. During the 
general election in 1984, the games politi- 
cians played with caste interests—select- 
ing candidates of the right caste, bribing 
castes with promises of post-election 
goodies—had little impact. The sympathy 
vote for Mr Rajiv Gandhi, after his moth- 
ers murder, swept his Congress party 
candidates into power. But state elections 
and by-elections since then suggest that 
the politics of caste is back, and is not 
likely to go away. 






























If you go to a smart Indian business party 
and ask people what caste they are, 
about half will tell you that they are 
Marwaris. If you see one of those vast, 
gold-laden wedding parties in one of the 
posh hotels, the chances are that it is a 
Marwari wedding. The Marwaris, a dy- 
namic caste from Jodhpur in Rajasthan, 
have dominated Indian business for cen- 
turies; they probably now own 50-60% 
of private business in the country. 

The Marwaris started off with a geo- 
graphical advantage. The trade routes 
from Persia and Afghanistan went 
through Rajasthan, in north-western In- 
dia, so the Marwaris set themselves up 
early on as traders and bankers. By the 
eighteenth century, they were bankers to 
the Nawabs of Bengal, and made and 
broke the careers of princes. In 1832, the 
British historian Tod wrote that “пїпе- 
tenths of the bankers and commercial 
men of India are natives of Maroo 
(Marwar)". 

When the British developed the East 
India trade, the Marwaris moved in fast. 
They went to the ports, principally Cal- 
cutta, traded in opium, cotton and grain, 
and acted as brokers for the British 
firms. By the mid-nineteenth century, 
Marwari families had offices all over 
India; and when the telegraph was intro- 
duced, special tutors were hired back 
home in Marwar to teach the next gener- 
ation English so that it could use modern 
communications. In the early twentieth 
century, the Marwaris moved into 
industry. 

Most of the Indian business dynasties 
had already established themselves by 
1947, when India became independent. 
All the big ones (except the Tatas, who 
are Parsees from Bombay, the Modis, 
who are Punjabis, and the Mafatlals, 
from Gujarat) are Marwaris—the Goen- 
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Entrepreneurial master-caste 


kas, the Birlas, the Bajorias, the Bajajs, 
the Singhanias, and so on. Marwaris 
dominate not only the vast empires, but 
also India's medium-size businesses. 

When the British left, the Marwaris 
moved in. The Goenkas bought Duncan 
Brothers and Octavius Steel, the Dal- 
mias bought Govan Brothers and Bennet 
Coleman, which owned the Times of 
India; the Kanois bought Anderson 
Wright. In 1974, when the Indian gov- 
ernment introduced regulations to limit 
foreign shareholdings in companies 
based in India, the Marwaris picked up 
the pieces and expanded their empires. 

They are a conservative, religious lot, 
many of whom belong to the Jain sect of 
Hinduism, which forbids the killing even 
of insects. Many myths surround them— 
that they visit their temples every morn- 
ing and do their accounts every night— 
and many tracts have been written at- 
tempting to explain their success. Caste 
solidarity partly explains how they estab- 
lished themselves initially: they used to 
provide each other with credit on easy 
terms anywhere in India at any time of 
day or night. With abundant finance 
behind them, they were able to dominate 
industry. 

They remain exclusive. They tend to 
give the responsible jobs in their compa- 
nies to fellow-Marwaris—which irritates 
some Indians, who complain that the 
Marwaris have taken over from the Brit- 
ish as the monopolists of profit. Accord- 
ing to a consultant employed by one of 
the families, when talking about money 
they will slip from Hindi or English into 
their local dialect. 

But the Marwaris' recent history sug- 
gests that power lust has gained ground 
over caste loyalty. Their club, the Feder- 
ation of Indian Chambers of Commerce 
and Industries (FICCI), has been split by a 





battle for control of the federation: the 
Birlas have teamed up with the Modis 
against the Singhanias and the Jains. 
Both groups had been enlisting bogus 
members by getting twopenny compa- 
nies to join up into, for instance, the 
Bombay Bolts Nuts Merchants Associa- 
tion, to give them the turnover required 
for FICCI membership. 

Last year, when the matter was inves- 
tigated, nearly 1,300 out of a member- 
ship of 1,600 were deemed to be bogus. 
Many were thrown out, but the Birlas 
and Modis were left with more than the 
Singhanias and Jains, who resigned, tak- 
ing half of Indian business with them. At 
the bidding of Mr Rama Prasad Goenka, 
they returned sulking; and Mr Goenka is 
still trying to get the two gangs to shake 
hands. 
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Before it gets better, trade just 
gets worse—and worse 


When will the trade figures turn round? 
Nearly 18 months after the dollar hit its 
high point against the currencies of 
America's main trading partners, the ex- 
ternal balance shows no sign of improv- 
"ng. Indeed, the figures get worse. 

First estimates of July's merchandise 
(visible) trade balance suggested a deficit 
of just over $18 billion, compared with 
$14.2 billion in June. Imports increased 
by 7.5% in value, and exports fell by 
7.2%. In terms of volume, the story is not 
much better: imports (net of oil) rose 
11% by volume between the first half of 
1985 and the first half of 1986; exports 
(including oil) rose by a mere 0.4?5. The 
trade deficit is likely to top $170 billion 
this year, more than $20 billion above last 
year's total. Forecasters at Shearson Leh- 
man Brothers, who last month trumpeted 
that the worst was over, have been 
obliged to call the latest figures "very 
disturbing"; they say the problem of the 
deficit is unprecedented since the second 
world war. 

Explanations abound; almost every 
week a new one is offered. It is said that 
the dollar has not depreciated against the 

~currencies of Asia’s little dragons, or 
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against the Canadian dollar and the Mexi- 
can peso. The J-curve, which is meant to 
describe the progress of the trade balance 
after a currency devaluation, is invoked 
to explain that the effects of a decline in 
the dollar have been felt first in higher 
prices for imports, and not yet in lower 
volumes. 

Foreign manufacturers are accused of 
perfidious pricing; they have been pre- 
pared to cut their profit margins on goods 
sold in the United States in order to hold 
on to market share. The latest theory has 
it that the dollar's surge to its high point in 
February 1985 was so short-lived that it 
did not really count. Thus, although the 
dollar has fallen by 30% or so since then, 
its "true" depreciation against a lower, 
earlier value is said to be less than that. 

Almost everyone is at least agreed that 
the trade deficit is responsible for much of 
the economy's poor performance this 
year. Though administration statements 
continue to be optimistic, the revised 
figure for second-quarter growth, 0.6% at 
an annual rate, was unimpressive. The 
figures for new orders in July showed 
their biggest jump since last December, 
but the gain was mostly attributable to 
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The long haul 


Merchandise 
trade -deficit 


Source: US Department of Commerce — *First seven months annual rate 


defence contracts. And signs of hesitancy 
now afflict two parts of the economy that 
have hitherto been consistently resilient, 
construction and consumer spending. 
Neither looks as strong as it did a few 
months ago. 

The first seven months of 1986 saw the 
volume of construction expenditure in- 
crease by 7% over the same period in 
1985, but the pace of growth has slack- 
ened, July’s figures were about the same 
as June's. Sales of new housing have 
declined by 28% from the rip-roaring 
levels set in March. In July, some 7,000 
fewer new homes were sold than in the 
same month last year. 

One possible explanation for the 
change is uncertainty caused by tax re- 
form, which may have depressed some 
investment in property, always a favour- 
ite tax shelter. By contrast, tax reform is 
expected to encourage, at least in the 
short term, the continuing high levels of 
consumer spending. Interest on loans for 
consumer goods will not be tax-deduct- 
ible after January 1987. 

It is in the longer term that the ability of 
the consumer to carry the economy may 
be troubling. The consumer boom has 
been a debt boom, too. According to the 
Federal Reserve, growth of household 
debt has outpaced growth in the nominal 
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value of GNP in each year since 1982, and 


.— has outstripped growth in personal dis- 


. posable income since 1980. While mort- 


| | gages have clipped along nicely, the real 


man, the chief economist at Salomon, 
who is one of those most worried about 
the levels of debt) has been in instalment, 
or plastic, credit. That has risen 73% 
since 1982. 

The growth of consumer debt could 


. hurt the economy іп at least two ways. 


First, the debt will become increasingly 
hard to service, leading to a slowdown in 
purchases of new goods and services. The 
Fed reckons that the ratio of household 
debt to personal disposable income rose 
to a postwar high of 84% at the end of 


On the other hand, household assets 
have increased too, by 72% between 1980 
and 1985, with further hefty gains report- 
ed in 1986. If, as some surmise, most debt 
is owed by those who own most assets, 
the economy as a whole need not suffer 
from its servicing, though individual 


: Г groups such as farmers may well be hard 
hit. 


A second possible consequence of the 


| The Senate 


rise in consumer debt, and the spending 
associated with it, is harder to analyse. 
This is its relationship to the trade figures. 
The forecasters have become adept at 
explaining the trade deficit in every term 
but the one mentioned, privately, by 
many businessmen. It is now quite com- 
mon to hear those who should know say 
that American goods, especially consum- 
er goods, are just not of the quality that 
Americans demand. 

“Quality”, in this context, is an attri- 
bute of many components. One of them, 
unquestionably, is the skill of the work- 
force; that is why the reform movement in 
education, ringingly endorsed by the state 
governors last month, may prove to be as 
significant for the economy as it is for the 
Schools. Another is the design of 
products. 

Plenty of stories could be told about 
excellent consumer design (including the 
success of Ford's very unAmerican-look- 
ing cars, and The Limited's neo-Italian- 
but-made-in-Ohio clothes); yet few tell 
them, or have yet tried to measure their 
significance. When they do, it may be 
possible to add a few curlicues to the 
sleek lines of the J-curve. 





Bring on the big gun 


Chicken entrails might be more use than 
political pundits in predicting whether the 
Democrats will regain control of the Sen- 
ate in November. The odds, which have 
been edging first one way and then the 
other all year, are now said to be even. 
The Democrats need a net gain of four 
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seats. They have a chance, ranging from 
good to poor, of winning about a dozen 
Republican-held seats; the Republicans 
have a chance, in the same range, of 
winning about half-a-dozen Democratic 
seats. In the absence of any overarching 
national trend, these contests will be 
decided largely on turnout and on person- 
alities and local issues. The net result, in 
such circumstances, is anybody's guess. 

The Republicans want, understand- 
ably, to avoid letting the opposition con- 
trol both legislative houses, and they 
know they will have to defend fewer 
Senate seats in 1988 and 1990 than this 
year. But the result of this year's fight for 
the Senate is of special concern to them 
because, even though it may turn on 
trivial or personal matters, they want to 
use it as evidence of a political realign- 
ment in which they will have become the 
country's natural majority party. They 
are therefore bringing on the big gun, 
President Ronald Reagan himself. 

Mr Reagan ends his summer holiday on 
his Californian ranch this weekend. On 
September 7th he will attend a dinner in 
Los Angeles for Mr Ed Zschau, who is 
trying to unseat Senator Alan Cranston. 
From there the president goes to an 
airport rally in Denver for Mr Ken Kra- 
mer, who is trying to win the seat Senator 
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Gary Hart is giving up in Colorado. These 
two events set the tone, and the pace. Mr 
Reagan is scheduled to spend one day a 
week campaigning in September, two 
days a week in October and several days 
running immediately before the election 
on November 4th. Other matters, includ- 
ing preliminary negotiations on arms con- 
trol and policy on southern Africa, will 
have to be slotted in between. 

Mr Reagan's presence is an infallible 
way of bringing in the dollars; he has 
raised about $15m for the Republican 
party over the past year and a half. The 
question is whether, in the coming elec- 
tions, he can be a magnet for votes as well 
as cash. 

Several of the toss-up Senate contests 
are in states that are struggling through 
regional recession—because of the pinch 
on farmers, fallen oil prices or the textile 
and timber industries’ troubles—wherr 
voters have little time or sympathy for th: 
administration. Some Republican candi- 
dates, borrowing their tactics from those 
Democratic candidates in 1984 who never 
allowed national party policies or names 
to pass their lips, have been carefully 
distancing themselves from policies laid 
down in Washington. 

Mr Reagan, however, is not quite a 
policy. And if he appears in person, 
particularly in those western states where 
he is most appreciated, and asks for 
people's support, he may well get it. He is 
not out, at this stage, for conversions; he 
is trying hard to rouse the less-than-full- 
hearted to stir themselves and to vote. 
Historians point out that Franklin Roose- 
velt and Dwight Eisenhower, the last two 
presidents who served two full terms, and 
both of them popular, were both unable 
to prevent the mid-term elections in their 
sixth year from going badly against them. 
But 1986 feels different from 1938 о; ^ 
1958. 


Maryland 


Or Barbaraland, or 
Lindaland 


WASHINGTON, DC 


Marylanders, a slice of whose pleasant 
and variegated state serves as a Washing- 
ton suburb, are expected to underline 
their independence from the capital by 
their vote at the state's primary election 
on September 9th. Among other impor- 
tant choices, including the state's next 
governor, Democrats will be selecting 
their candidate to compete for the Senate 
seat of the retiring Republican, Mr 
Charles Mathias. Opinion polls suggest 
that they are putting their trust in Repre- 
sentative Barbara Mikulski, an earthy, 
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homegrown candidate, who, though she 
has fought to get into the Senate before 
and has served ten years in the House of 
Representatives, is still remarkably free 
from Washington gloss. 

With the departure of the much-liked 
Mr Mathias, Maryland is at the top of 
most lists of vulnerable Republican seats; 
registered Democrats in the state out- 


number registered Republicans by three 
to one. Miss Mikulski, whose base is in 
the working-class Polish-American dis- 
tricts of Baltimore, would be an intrigu- 
ingly unlikely newcomer to the courtly 
male-dominated Senate. А pudgy, 
punchy liberal, with a flair for oratory and 
wisecrack, she fights determinedly for her 
neighbourhood and for her sex. She has 


Charles on the Charles 


Mr Ronald Reagan may be the first 
American president to turn down a Har- 
vard birthday invitation, but he is not the 
university's most eminent refusenik. Al- 
bert Einstein declined the 300th anniver- 
sary in 1936 because some Nazi-collabo- 
rating Germans had been invited. Mr 
Reagan’s handlers kept him away be- 
cause he had not been offered an honor- 
ary degree; after all, George Washington 
got one and he was not a Harvard man 
either (though his successor was, and 
five other presidents besides). Still, the 
absence of a presidential drawing card 
has done nothing to diminish one of the 
most formidable gatherings of American 
intellectual firepower ever—except, as 
John Kennedy used to say, when Thom- 
as Jefferson dined alone. 

The four-day fiesta which began on 
September 3rd is part Disneyland (a 
handshaking John Harvard marionette 
and a river-spanning inflatable rainbow), 
part Fourth of July (the signature of 
John Hancock, class of 1754, in fire- 
works) and part Cambridge geri (mor- 
tarboards and gowns for the address by 
Prince Charles; business suits to hear the 
secretary of state, the governor of Mass- 
achusetts and Cambridge's own con- 
gressman, Mr Tip O'Neill). The 40,000 
home-comers have been offered a selec- 
tion of nostalgic entertainments (1960s 
folk-singers, film snippets of Harvard by 
Hollywood, student glee clubs, past and 
present). Harvard being what it is, last- 
minute tickets were available to the 
stadium pageant ($12.50 for hard seats; 
$350 a pair for tax-deductibles), directed 
by the same wonderful glitz merchant 
who gave us the Los Angeles Olympics 
and Liberty weekend. But the 100-plus 
free symposia (from “The Aids Epidem- 
ic" to “The Universe: The Beginning, 
Now and Henceforth") were fully 
booked. 

Harvard needs no special showcase to 
demonstrate the erudition of its profes- 
sors and its products. In the volcano of 
commemorative words spewing forth in 
recent weeks, most writers have felt 
compelled to touch on the arrogance and 
elitism of an institution 140 years older 
than the United States and richer than 
most members of the United Nations. 
But nobody can deny that age and 
wealth have brought rewards: the 
world's largest university library (11m 
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volumes); America's longest list of No- 
bel laureates (29), Pulitzer prizes (27), 
Rhodes scholars (more than 200), cabi- 
net ministers, Supreme Court justices, 
corporate executives, and assorted poets 
and philosophers. 

That Harvard takes itself seriously is 
both a criticism and a compliment. For 
the past 100 years, the university has 
periodically rethought its mission. Each 
time it has done so, other colleges have 
followed its lead. In the late nineteenth 
century, under the legendary President 
Eliot, this meant introducing elective 
courses for undergraduates, the case- 
study method in business and law, and 
the Harvard-Yale football game. De- 
cades later, Harvard brought in a general 
education programme to provide un- 
dergraduates with a common ground- 
ing in western culture. It was not the 
first university to adopt this approach 
but, because Harvard did it, others did 
too. 

The most recent Harvard variation on 
this theme is the core curriculum, which 
stresses modes of inquiry rather than 
areas of knowledge. President Derek 
Bok, now in his 15th year of presiding 
over Harvard's ten autonomous facul- 
ties, says that the boldest educational 
experiment currently under way is the 
New Pathways project at the medical 
school, which blends the usually separate 
disciplines of clinical medicine and basic 
science into every stage of the four-year 
training. 

Harvard sets a standard for American 
education, but not the only one. Unlike 
Oxford and Cambridge, Harvard is first 
among near-equals (some of which are 
more than equal in some fields, though 
only Berkeley and Stanford are consid- 
ered rivals across the board). It is this 
competition—for students, for faculty, 
for public and private money—that has 
enabled America's leading research uni- 
versities to outdistance their European 
counterparts. Competition can be cruel: 
some 1,000 Harvard students a year seek 
psychological counselling. But it is a 
cruel, competitive society for which they 
are being educated. 

Ivory tower is a misnomer, even for 
Harvard, which has always reflected as 
well as influenced the world around it. 
The school which started with a $400 
grant from the Massachusetts Bay Colo- 
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never quite fitted in with the House 


bigwigs, and has never won the chair of 


an influential committee. 

Maryland Democrats like what they 
see and hear; she is loud and rough; they 
say, and she means what she says. A week 
before the primary they were giving her a 
20% lead over her two main rivals, Rep- 
resentative Michael Barnes and Gover- 


John Harvard and amanuenses 


ny in 1636 (topped up in 1638 by 400 
books and some $500 from John Har- 
vard) was a creation of Puritans, mainly 
to train ministers. When in 1708 the first 
non-clergyman was chosen as president, 
a distinguished Harvard family huffed 
off to New Haven to found Yale. As late 
as the mid-nineteenth century Harvard 
remained what President Bok calls “an 
advanced finishing school", with a stu- 
dent body 100% male, 99% white and 
80% from Massachusetts. Even into the 
twentieth century it was as segregation- 
ist, anti-semitic and chauvinistic as the 
establishment it served. 

Today Harvard's demography is still 
mostly male and mostly white, though 
Jews and Asians are over-represented 
and the university is working hard 
(though some would say not hard 
enough) to recruit black students and 
women professors. Thirty years ago 
Harvard pioneered aid-blind admissions, 
ensuring that any student worthy of 
acceptance would have his costs paid. 
Two-thirds of the present students are 
receiving some aid, which is one reason 
why, even though Harvard earns $500 
every 20 seconds from its $3.5 billion 
endowment (managed by its own team of 
brokers), it never stops fundraising. 
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Chavez, a former White House aide, is 





nor Harry Hughes. Mr Barnes is as com- 
mitted and brave a liberal as Miss 
Mikulski, but his concerns in the House 
have been with foreign policy. In particu- 
lar, he has battled against the Reagan 
administration's policies in Central 
America. He is popular in Montgomery 
County, the prosperous suburb he repre- 
sents, and has gained some support 
among the state's large black community. 
But though he is well known and respect- 
ed in Washington, his name is no house- 
hold word in Baltimore, which accounts 
for more than 40% of the state's Demo- 
cratic vote. Mr Barnes is, however, bom- 
barding the city with last-minute televi- 
sion commercials. 

Governor Hughes was once the most 
popular politician in the state. He is 
honest, unlike his two predecessors, Gov- 
ernors Marvin Mandel and Spiro Agnew, 
and has restored sound fiscal practices to 
the state budget. He also launched the 
project to clean up Chesapeake Bay and 
enlarged the state's role in education and 
social services. But Mr Hughes has been 
done down by last year's savings and loan 
crisis which, for many months, deprived 
people of the money that they had put 
into thrift banks. The governor, criticised 
for not moving fast enough, has been 
obliged to spend valuable time defending 
his handling of the crisis. 

In the Republican primary, Miss Linda 


Black congressmen 


expected to romp through with no prob- 
lems. If Miss Mikulski wins the Demo- 
cratic primary, the race between the two 
will be a lively study in contrasts, of style 
as well as substance. The two candidates 
can be expected to agree on almost noth- 
ing. Miss Chavez is a right-wing conserva- 
tive who espouses the administration's 
foreign and domestic policies. Yet her 
roots in Republicanism and in Maryland 
are both a bit shallow; she was a Demo- 
crat until about two years ago and moved 
to Montgomery County only last year. 
Miss Chavez is attractive, soft-spoken, 
competent and, claim her critics, some- 
what opportunist. Her Hispanic ancestry, 
on her father's side, is a political plus that 
has propelled her career forward and is 
helping her now. But her Spanish is weak 
and she has campaigned vigorously, par- 
ticularly when she was a member of the 
Civil Rights Commission, against positive 
discrimination for minority groups. Miss 
Chavez's right-wing views and New Mexi- 
co working-class background make her a 
striking replacement for Mr Mathias, a 
moderate Republican from old Maryland 
stock. She can be expected to do pretty 
well against Miss Mikulski in affluent 
Montgomery County, but it is less likely 
that she will succeed, as President Reagan 
did in 1984, in winning over the votes of 
blue-collar Maryland Democrats. 


Strength in small numbers 


The victory of John Lewis, the veteran 


black civil-rights activist, in a Democratic 


run-off election in Atlanta on September 
2nd is the latest in a slow but steady 
stream of congressional gains for black 
politicians. Although Mr Lewis owed his 
surprise victory largely to white votes, his 





Lewis will add his vote to Rangel's, Gray's and Dellums's 
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district is mostly black and heavily Demo- 
cratic and so his triumph is tantamount to 
election in November. In any event, be- 
cause his Republican opponent is also 
black and because he replaces a white, it 
all but ensures that there will be more 
blacks in the next Congress, the 100th, 





than in the present one. 

Since the mid-1960s, when Congress 
passed the Voting Rights Act, the ranks 
of black members of Congress have been 
increasing. Only twice in the past 20 years 
have black numbers in the House of 
Representatives decreased after an elec- 
tion, and by only one member on each 
occasion. In 1967 there were five black 
representatives; in 1977 there were 16, 
including Mr Walter Fauntroy, the Dis- 
trict of Columbia's non-voting delegate. 
At the start of the 99th Congress, there 
were 20 black members, all Democrats. 
The number rose to 21 in June, when Mr 
Alton Waldon won a special election in 
Queens in New York. 

The increase in black members, howev- 
er, belies the reality of black electoral 
politics. House districts where black can- 
didates have had a realistic chance of 
victory are few, and the Senate has not 
attracted a serious black candidate since 
Senator Edward Brooke of Mass- 
achusetts, a Republican, was defeated in 
1978. Demographics and racial polarisa- 
tion have combined to limit black candi- 
dates to a handful of mostly urban areas 
where there is a black majority or a voting 
majority of blacks and other minorities. 

Of the 21 current black members of 
Congress, for example, only two, Califor- 
nia’s Ron Dellums (representing Berke- 
ley and much of Oakland) and Missouri's 
Alan Wheat have districts where white 
voters make up a majority. Fourteen 
black incumbents represent districts 
where blacks make up 50% or more of 
the population. Black electoral gains tend 
to come after the redrawing of electoral 
boundaries, increases in voter registra- 
tion, white urban flight, or the death or 
retirement of white congressmen in dis- 
tricts with large minority populations. 

This may, however, be changing. Mr - 
Wheat won his mostly white district with 
ease in 1982. Black politicians have also 
begun scoring modest successes in major- 





THE ECONOMIST SEPTEMBER 6 1986 


Take the baby and run 


Several years after it first became a 
widespread commercial venture, there 
are still no laws governing surrogate 
motherhood. When things go right, the 
lack is not apparent. When things go 
wrong, as they have for the Sterns and 
the Whiteheads in New Jersey, the résult 
is a heartbreaking mess. The Sterns 
contracted with Mrs Whitehead, through 
an agency, to use her as a surrogate in 
return for $10,000 and her expenses. Mrs 
Whitehead, a month or so before the 
birth, agreed to relinquish her rights to 
the baby. When the baby arrived, she 
changed her mind, persuaded the Sterns 
to part with her “for a week" and 
abducted her to Florida. The police, the 
FBI and a posse of private detectives 
tracked Mrs Whitehead down; she now 
faces criminal charges, while the baby— 
"Sara" to her, “Melissa” to the Sterns— 
stays with the Sterns. 

The courts in New Jersey now have to 
decide how to treat the case. They have 
no proper precedents. No state has yet 
decided whether it is legal or illegal to 
make and carry through a surrogate- 
mother contract. For some, the idea of 
paying a woman $5,000-15,000 to have a 
baby for another couple smacks of baby- 
selling, which is illegal everywhere. Mrs 
Whitehead felt the same when the mon- 
ey for her baby came through, and 
refused to accept it. In another case a 
few years back, in which the baby was 
born with a defect, the father refused to 
pay the surrogate, who said she had 
wanted the money for a holiday. A court 
of appeals in Michigan, ruling in 1981, 
held that a couple had the right to use a 
surrogate but not to pay her $5,000, 
which infringed the state law against 
baby-barter. 

The surrogate agencies, of which there 
are at least eight, get round the problem 
(and incidentally round laws like Michi- 
gan's, on the books in 22 states, forbid- 
ding payment of money in connection 
with adoption) by saying that the pay- 
ment is for services, or for the mother's 
time and trouble, or even, in a Kentucky 
case, for "termination of parental 
rights"; but certainly not for a baby. 
Some agencies, being nervous of the law, 
used to work only with unpaid volunteer 
surrogates but, as demand increased, 
found these too rare a breed. 


ity-white constituencies at state level. Mr 
Douglas Wilder's 1985 election as lieuten- 
ant-governor of Virginia comes to mind, 
as does the recent choice of Mr William 
Lucas to be the Republican nominee for 
governor in Michigan and the second 
attempt by the mayor of Los Angeles, Mr 
Tom Bradley, to become governor of 
California. On his first attempt, he did 
not lose by much. 

If such successes are to spread into the 
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Surrogacy is, in some ways, similar to 
adoption, and subject to some of the 
same procedures. Because the legal defi- 
nition of "mother" still means, every- 
where, the woman who carries and bears 
the child, all children born to surrogates 
have to be legally adopted by their new 
parents. In Kentucky and, more vaguely, 
in Idaho, the courts have suggested a 
"change-of-mind" period for surrogates, 
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Solomon had one answer 


much like the period allowed to natural 
mothers in adoption cases. 

Most biological mothers who change 
their minds about adoption get their 
babies back. On the other hand, surro- 
gacy is not so straightforward. Parents 
choose it precisely in order to have a 
genetic link with the child, and the rights 
of the natural father (or, in the in-vitro- 
fertilisation cases that are already occur- 
ring, the rights of both father and genetic 
mother) greatly complicate the issue. 

Before they are adopted, all surrogate 
children are given a blood test to deter- 
mine paternity. If the man who gave the 
sperm to the surrogate is not the father, 
the contract is invalid and the courts 
could presumably treat a contested case 
as a contract dispute; if he is the father, it 


congressional arena, the races to watch 
this year may be in one or two white- 
majority districts in the South where 
black candidates are being taken serious- 
ly. In Virginia's first congressional dis- 
trict, which incorporates the cities of 
Newport News and Hampton and some 
rural counties, Mr Robert Scott, a black 
Democratic state senator with a mostly 
white constituency, is running a strong 
race against the Republican incumbent. 


AMERICAN SURVEY 


could become a dispute about custody, 
to be settled, in the normal way, in the 
best interests of the child. In 9095 of 
ordinary custody cases, however, the. 
mother ends up with the child. In order 
to tip the balance towards the father in 
surrogacy cases, the agencies often try to 
establish parental rights before the child 
is born. The husband of the surrogate 
may be made to sign a "refusal to 
consent" to his wife's insemination, 
which amounts to signing away the child; 
or the legal rights of the would-be par- 
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ents are declared during the pregnancy. 
A general precedent may lie in the 
insemination laws now passed by 23 
states, which declare that a man who 
gives sperm anonymously and unspecifi- 
cally to a woman not his wife, as through 
a sperm bank, has no legal rights in any 
child resulting. Surrogate mothers could 
be treated in this way too, merely as a 
means to an end. Mrs Whitehead was 
prepared to be considered such, and 
willingly signed the papers agreeing not 
to “form or attempt to form a parent- 
child relationship”. Subsequently, pa- 
pers and agreements were forgotten. But 
with one in every seven couples trying 
unsuccessfully to have children, surro- 
gate motherhood is not about to disap- 
pear. It is time for some proper laws. 


In Louisiana’s eighth district, which in- 
cludes Alexandria, Faye Williams is the 
only black among four Democrats and a 
Republican vying for the seat being vacat- 
ed by Mrs Cathy Long. The district is 
61% white, but solidly Democratic. 
Some blacks believe that their best 
chance of picking up another seat is in a 
black-majority district in Mississippi's 
Delta region. There Mr Mike Espy, a 
black former assistant prosecutor, is try- 
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ing to unseat Mr Webb Franklin, a white 
conservative Republican. Mr Franklin, 
however, has proved resilient; he has 
staved off challenges from a black Demo- 
crat twice before, despite the district's 
58% black population. 

In other races, Mr Waldon in Queens is 
the only endangered black incumbent 
running for re-election. He faces a tough 
primary on September 9th, but all his 
opponents are black, guaranteeing a 
black member for the district whatever 
the outcome. Similarly, a black Democrat 
will almost certainly succeed Mr Parren 
Mitchell, the veteran black representative 
from Baltimore, who announced his re- 
tirement from Congress and then decided 
to run for lieutenant-governor. The black 
Democrat who emerges from the primary 
there, also on September 9th, will be the 
favourite to take the seat in November. 

Despite their meagre numbers, black 
congressmen do not lack influence. The 
seniority system in the House and the 
political goals of individual black mem- 
bers have combined to give black repre- 
sentatives considerable institutional pow- 
er. Between them, the 21 members of the 
congressional black caucus chair five full 
committees, two select committees and 
14 subcommittees, and hold 137 commit- 
tee assignments. Although some of the 
committee posts are of limited impor- 
tance—that overseeing the District of 
Columbia, for instance—several panels 
are influential: the House Budget Com- 
mittee, for example, chaired by Mr Wil- 
liam Gray of Philadelphia, and the House 
Education and Labour Committee, head- 
ed by Mr Augustus Hawkins of Los 
Angeles, the dean of the black caucus. 
Blacks also chair subcommittees with ju- 
risdiction over matters as diverse as taxes, 
criminal justice, the intelligence budget, 
military installations, domestic monetary 
policy and unemployment benefits. 

Add to this one more piece of evidence 
of growing black strength in Congress. 
Representative Charles Rangel of Har- 
lem has begun waging a campaign to 
represent the white majority in Congress 
itself. He is in an uphill, but serious, race 
to become the House Democrats' first 
elected whip next year. 


Airlines 
Turbulent times 


There were high hopes—and some 
fears—in 1978 when America's airlines 
were given their freedom. Both have 
been borne out. Fares, in real terms, have 
fallen by 20% as the number of airlines 
more than doubled and fought for cus- 
tomers. Millions are flying who formerly 
would have gone by bus, or stayed at 
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Too many for comfort 


home. The Federal Aviation Administra- 
tion reckons that 400m people will take to 
the air in 1986, 20m more than in 1985; it 
expects 650m in 1990. But the millennium 
is not quite at hand. With 100,000 flights a 
day, America's airports are so congested 
that at four of the busiest a cap has been 
imposed. People complain of flight delays 
and lost connections. When airlines close 
down without advance warning, as Fron- 
tier did last week, thousands are 
stranded. 

Even before the collision over Los 
Angeles of a small aircraft with an airliner 
on August 31st, with the loss of at least 89 
lives, worries were being voiced about 
safety and fears expressed that the FAA 
had not come to grips with the vast 
expansion of the industry during the past 
few years. Although the first six months 
of 1986 saw no mid-air collisions involving 
American airliners, the number of near- 
collisions, on the ground and in the air, 
rose from 589 in 1984 to 777 in 1985; 
about a third of these involved scheduled 
passenger airliners. 

Congressmen have complained that the 
number of air controllers needs to rise, as 
does the number of inspectors who check 
on the maintenance of aircraft. The FAA 
itself is worried because pilots, especially 
on the small commuter airlines, have less 
training and experience than they,used to. 
Mr Norman Mineta, chairman of the 
subcommittee in the House of Represen- 
tatives that deals with air safety, has 
remarked scathingly that when Congress 
deregulated the airlines, it did not dereg- 
ulate air safety. 

One of the bitterest complaints is that 
although every passenger pays a tax that 
goes into a fund set up to improve safety 
in the air, this money is, for the most part, 
being allowed to accumulate. The charge 
is that the administration does not want to 
spend it all, because the existence of the 
surplus $3 billion-4 billion offsets a small 
part of the deficit. This is not the whole 
story. Air passengers like a convenient 





airport when they are taking a flight, but 
most communities fight hard against the 
building of the necessary new ones be- 
cause of the noise and congestion that 
they bring. 

A more fundamental issue for debate is 
whether deregulation itself was a mis- 
take. Few want to go back to the days 
before 1978, when the government said 
which companies could fly when and 
where, and what they could charge. But 
many now fear that the government's 
dead hand may be replaced by a cartel of 
five or six monster airlines, which would 
be in a strong position to quash competi- 
tion and raise fares. 

This may indeed be happening. Many 
smaller airlines and some not so small 
have been driven to take shelter under 
the wings of the giants with which they 
cannot compete. People Express, which 
was born of deregulation and offered lo 
fares for fairly spartan flights, is in seriou 
trouble; Frontier, which it bought, filed a 
petition in bankruptcy last week. Ozark 
has joined hands with TWA; Northwest 
and Republic airlines have merged. Texas 
Air has arranged to take over ailing 
Eastern, and is likely to succeed, al- 
though the Department of Transport has 
turned it down; it has suggested that a 
more generous sales of gates to Pan Am, 
which competes with Eastern on the lu- 
crative shuttles between New York, Bos- 
ton and Washington, might cause it to 
change its mind. “We believe in the 
absolute right of a market to determine 
fares, routes and rates," says Mr Martin 
Scocozza, the assistant secretary of trans- 
port for international routes and policy. 

What has Mr Alfred Kahn, the archi- 
tect of deregulation when he headed the 
Civil Aeronautics Board, to say of the 
way his brainchild has developed? “Only 
an ideologue could deny the danger," h - 
concedes as he considers the high failur 
rate of new entrants to the industry and 
the parlous future of such large airlines as 
TWA and Eastern, even, he says, of Delta, 
compared with the power of United and 
American Airlines. He regrets the failure 
of small, particularly commuter, airlines 
to survive and provide competition. 

Still, Mr Kahn does not despair; com- 
petition can survive even in an oligopoly 
and the antitrust laws still exist, he points 
out, weakened though they are under the 
Reagan administration. If all fails, he 
says, there is another solution, which has 
been practised successfully in the car and 
computer industries: the admission of 
strong foreign airlines to compete in the 
American domestic market. That, how- 
ever pleasing and just it may seem to 
foreign airlines, is a solution that is not in 
sight, given the protectionist mood of 
Congress and the influence of the domes- 
tic industry. 
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Europe is old, not just in its bricks and 
mortar but in its human joints as well. Its 
population is older than any other conti- 
nent's. And though the world's popula- 
tion is growing fast, the population of 

any European countries is stagnating 
„14 in some cases even shrinking. With 
this seemingly relentless. demographic 
slide, future generations of Europeans 
may well find it odd that countries like 
West Germany, Britain and France are 
today restricting immigration instead of 
encouraging it. 

Declining population growth is not pe- 
culiar to Europe's western part; Eastern 
Europe faces a similar problem, despite 
the efforts of its communist governments 
to boost birth rates. For many reasons, 
Europeans are not attending to fertility 
rites as eagerly as they did in the past. The 
reasons include city life, economic pres- 
sures, changing ways, the pill and wom- 
en's freedom to choose and to work. 

For a European country's population to 
be maintained in the long run, demogra- 
phers now reckon that every 100 of its 
‘women have to bear 210 children: an 
overage of 2.1 each. In none of the large 

untries of Western Europe except Spain 
= that score reached (see chart). West 
Germany and Denmark share the lowest 
fertility rate in the entire world, 1.4. Soitis 
not surprising that West Germany also has 
the world's oldest population, with a small 
percentage ofthe youngandalarge share of 
middle-aged people and pensioners. 

Outposts of fertility in Europe are rare. 
Only Turkey and Albania (where state 
atheism happily coexists with Muslim re- 
production habits) are truly fecund. 
Those which do a bit better than keep up 
their future numbers are Catholic Ireland 
in the west, and Poland (where Catholic 
traditions also count) and Romania in the 
east. The Soviet Union is also above par, 
though its Asian regions account for most 
of that. 

Third-world fertility rates are frequent- 
ly two or more times higher than Eu- 
rope’s. That difference, demographers 
say, will show stark results in the twenty- 
first century. Today six European coun- 
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Where did all the people 
go, long time ahead? 


tries are among the world's 20 most 
populous, including West Germany, Ita- 
ly, Britain and France. Ву 2020 only two 
will be left in the top 20, neither of them 
wholly European: the Soviet Union and 
Turkey. At the beginning of this century, 
ten of the 20 largest cities in the world 
were European. Today, only three city- 
sprawls make the list: London, Paris and 
the Rhine/Ruhr conurbation. By 2000 
none will. i 

Some Europeans argue that population 
loss should be encouraged as a way of 
alleviating unemployment. This is spe- 


cious—think for a moment about densely. 


populated and. highly employed Hong- 
kong—and takes no account of the impor- 
tance of vitality and economic dynamism. 
The main impact of low fertility rates over 
two or three generations is an overall 
aging of the population. Early in the 
twenty-first century, assuming the de- 
mographers are right, West Germany's 
wrinkly record will be shared by a host of 
its European neighbours, including Brit- 
ain, Italy, the Scandinavian countries arid 
Holland. France, which awards generous 
monthly bonuses to couples who produce 
more than two children, is expected to 
stay à bit younger, but not nearly as 
young as much of the rest of the world. 

If Europe is soon to become, relatively 
speaking, an old folks' home, there are 
likely to be heavy consequences for its 
economy. Business will have to adapt to 
satisfying higher-average-age consumers; 
the health industry will face new chal- 
lenges; service industries in general, and 
the leisure business in particular, should 
boom; house-builders can expect to build 
fewer houses for smaller households, 
And unless the future Europe's factories 
and offices are peopled by robots, it could 
in time need extra people to do its work. 
That may draw in Asians and North 
Africans. whose fertility rates are still 
robust. 

Growing old will be expensive for Eu- 
rope. Rising life expectancy (which re- 
mains several years higher for West Euro- 
peans than for East Europeans) will 
present governments with a much bigger 





Pregnant pause 


Divergence in 1984 from replacement fertility . 
rate ( 2-1 children per woman, the rate needed to 
sustain current size of population) 
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Jeunesse Diorée 


Europe's schoolchildren may never have 
* had it so chic, and their parents may 
never had had it so expensive. Schools in 
most West European countries now al- 
low their pupils to wear more or less 
what they please. Rules are out, fashion 
is in. And as children go back to school 
after the summer break, their parents' 
bank balances are feeling the strain. 

La rentrée is a profitable time for 
French retailers. Throughout August, 
magazines and newspapers are full of 
school-age fashions. Galeries Lafayette, 
a leading Paris department store, em- 
ploys a special team of designers to come 
up with ideas for each new school year. 


This autumn a thick Austrian-style jack- 
et with braiding is selling particularly 
well. A large poster now on display in 
Paris metro stations shows two fetching 
children dressed in the store's latest 
designs, menacing commuting parents 
with the declaration that “Les enfants 
sont comme са”. 

The return to school is a concentrated 
event in France: summer holidays are 
long, and almost every child from Calais 
to Cannes starts school on the same day. 
It has less of an impact in West Germa- 
ny, because schools in different states 
take their holidays at different times. 
Nor will school's start make the usual 





It's still shorts and knickerbockers in Kensington 


splash this year in Italy, where for the 
first time regional authorities have been 
allowed to decide for themselves when 
the new term should begin. 

School-opening fuss or not, however, 
middle-class children throughout West- 
ern Europe seem increasingly interested 
in what they wear to class. Children tend 
to create their own uniforms even if 
school authorities have given up trying to 
say what it should be. Each year there is 
a new craze—a particular style of shoe, 
perhaps, or this autumn's trendy ruck- 
sack-cum-satchel—which children insist 
on following to make sure they cannot be 
distinguished from their friends. 

Schoolchildren's lib still has some bat- 
tles to win, however. Many Belgian and 
West German schools do not allow chil- 
dren to wear jeans, and Italian primary- 
school children, boys and girls alike, still 
have to wear black or dark-blue pin- 
afores with a white collar and bow. 
Spanish pupils at the state-subsidised 
church schools have to wear overalls, 
and many private schools in Europe 
insist on some kind of uniform. 

But only in Britain is the school uni- 
form still a common sight. Pupils in 
British state schools often have to wear a 
blazer and school tie or a particular type 
of skirt and blouse: standard dress is felt 
to be a social leveller. Uniforms of 
private schools can be exotic. Boys 
dressed in russet-coloured knickerbock- 
ers and yellow pullovers from a prepara- 
tory school in London attract curious 
stares from visitors. And coachloads of 
tourists keep going to Eton to ogle 
students wearing black morning suits 
(cost: £180, or $270, for the obligatory 
two sets) and stiff collars. 





pension bill. The consequences of an 
increase in the number of pensioners will 
be magnified by a shrinking of the work- 
force, which has to pick up the bill for 
pensions. In West Germany, there are 
already more than four pensioners for 
every ten workers; by 2030 their numbers 
will be almost equal. West German econ- 
omists reckon that to maintain current 
pension benefits the Bonn government 
would then have to increase its payroll tax 
to one-third of gross wages, thus pushing 
overall marginal tax-rates for many mid- 
dle-income families above 80%. 

It might seem that these looming chal- 
lenges would prompt European countries 
to draw up population policies. Only East 
Europeans have done so. Most West 
European governments shrink from it, 
believing that to set goals for birth rates 
would interfere with individual freedom 
and set back the social progress already 
made, especially on women's rights. De 
Gaulle's goal of doubling France's popu- 
lation to 100m (the general believed that 
power lies in numbers) has never been 
seriously pursued by his successors, 
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though France's generosity towards large 
families has some impact. 

Eastern Europe has few qualms about 
meddling. Three children per family has 
become the official goal of several com- 
munist governments, which tend to con- 
sider the issue one of national survival. 
Just as Hungarians, surrounded by Slavs, 
fear for their Magyar identity, so Roma- 
nians are anxious to underpin their Latin 
culture and Bulgaria's Slavs worry about 
a fast-growing Turkish minority. Planners 
like to plan population along with every- 
thing else. So they do their best to make 
motherhood attractive: they give progres- 
sive bonuses for second and third chil- 
dren, full salaries for home-bound new 
mothers long after they have given birth, 
priority on coveted housing lists. 

Romania has turned to enforcement as 
well as inducement, in the hope of achiev- 
ing President Ceausescu's unlikely target 
of raising his country's population from 
23m to 30m by 1990. Contraceptives are 
banned; so are abortions (except on doc- 
tors' orders), and women are monitored 
to enforce the ban. Poland, as usual, is an 


exception: there, planners worry that too 
many babies are straining the country's 
resources. 4 

Government policies can have som 
impact, it seems. East Germany was ii 
the same sinking-birthrate boat as West 
Germany a decade ago. Since then, by 
virtue of a costly series of inducements to 
mothers, it has succeeded in reversing the 
downward trend. Even so, its fertility rate 
is still below the natural replacement 
level. Cars and refrigerators seem to 
come before babies for most East 
Europeans. 

Demography is a young science, and 
demographers have been better at ex- 
plaining the past than predicting the fu- 
ture. Those who remember predictions in 
the early 1930s of an extinguishing Euro- 
pean population (just before birthrates 
started climbing), and in the 1950s of 
interminable rises in population (just be- 
fore birthrates collapsed), should beware 
of too much confidence about today's 
predictions. Even so, it would take a 
historical surfeit of quirks to reverse Eu- 
rope's new slide into old age. 
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Nuclear safety 
Over the border 


FROM OUR PARIS CORRESPONDENT 


France and West Germany are working 
hard to avoid a row about the safety of 
nuclear power in Western Europe. After 
the Chernobyl disaster in the Soviet 
Union, the big fear among French nuclear 
officials was not of contaminated lettuce 
but of an overreaction by the West Ger- 
man government, which is under pressure 
from Greens of another sort. 

Although the government in Bonn re- 
mains firmly committed to nuclear ener- 
gy, it is tempted by the notion of closer 
co-operation within Western Europe on 
atomic safety. EEC governments agree 
that a clearer way of measuring the con- 
tamination of food after an radiation leak 
is desirable. Other ideas circulating at the 
European Commission in Brussels em- 
brace matters such as plant operation, 
transport of nuclear materials and dispos- 
al of radio-active waste, which are at 
present the responsibility of national gov- 
ernments. The French (and the British) 
want to keep it that way. 

The West German chancellor, Mr Hel- 
mut Kohl, has been told that in France's 
view it would be a serious mistake for 
West European governments to call into 
question their own nuclear safety stan- 
dards because of a Soviet accident caused 
by carelessness and design faults. To do 
so, think the French, would falsely alarm 
the public about the adequacy of existing 
standards in Western Europe and play 
into the hands of Russians arguing that 
theirs are not the only nuclear power 
plants that are poorly conceived or sloppi- 
ly managed. 


As part of their campaign, French 
officials have revived a famous irony used 
by President Mitterrand at the time of the 
great Euromissile debate in 1983: the 
missiles, he observed, were in the East 
and the peace movement in the West. 
Today, say the French, why should a 
nuclear accident in the East be made an 
argument for ecologists in the West? 

This barb is delivered with some feel- 
ing. The current touchpoint for the anti- 
nuclear movement is a French nuclear 
plant at Cattenom, beside the Moselle 
river near the border with West Germany 
and Luxembourg. Until the departmental 
prefect closed roads leading towards the 
plant on September 1st, the station had 
been invested by several thousand mainly 
West German and Luxemburger anti- 
nuclear demonstrators. (France, which 
depends on nuclear energy for 65% of its 
electricity output, has almost no anti- 
nuclear movement of its own.) 

The Cattenom protesters claim that the 
plant is dangerous, that French safety 
standards in general are too low and that 
France is irresponsibly jeopardising the 
health of its neighbours. These ideas are 
not confined to Green demonstrators. 
West Germany's opposition Social Dem- 
ocrats have decided to campaign for the 
total abolition of nuclear energy in their 
country within ten years. On the cover of 
the current issue of Der Spiegel is a 
picture of an Eiffel Tower flanked by an 
array of missiles and an atomic cooling 
tower with the caption: "France, a dan- 
gerous nuclear neighbour". 

The West German government itself is 
far from holding such views. Mr Kohl told 
the Austrian chancellor last month that 
West Germany was going ahead with a 
controversial reprocessing plant at Wack- 
ersdorf in Bavaria that had caused con- 
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cern in nearby Austria. West German 
nuclear experts agree with their French 
counterparts that safety standards at Cat- 
tenom, despite differences of detail, offer 
neighbouring populations the same оуег- 
all degree of protection as the safeguards 
at a West German plant at Phillipsburg 
not far away. A letter to this effect was 
signed in Vienna on August 29th by the 
chief French and West German nuclear 
safety inspectors. 

Unfortunately for the French, there 
was a flood inside the first Cattenom 
reactor building five days before this 
letter was signed. Cattenom was due to 
have started pumping electricity into 
France's grid in October. The start will 
now be delayed a bit. The deputy head of 
the plant says there was no danger. Yet 
this incident, caused apparently when a 
technician turned the wrong tap, has 
given the protesters more ammunition. 

All this has made French officials rea- 
lise that Cattenom is a serious public- 
relations probem for them. To demon- 
strate French concern, Electricité de 
France, which runs the plant, has invited 
West German politicians from the fron- 
tier region to visit the plant for them- 
selves. This sort of gesture, however, is 
for the moment about as far as the French 
will go to make life easier for Mr Kohl. 


Soviet Union 
Caught in a fix 


FROM OUR MOSCOW CORRESPONDENT 


Last year it was alcoholism; this year it is 
drug abuse that is exercising Mr Mikhail 
Gorbachev's team. Drug addiction in the 
Soviet Union is nowhere near the prob- 
lem that alcoholism has already become. 
But a flurry of articles in the official press 
this year about drug abuse among young 
people is a sign that the authorities want 
to attend to the malaise before it becomes 
unmanageable. 

Official action is overdue. The health 
minister of the Russian republic, by far 
the largest of the Soviet Union's 15 re- 
publics, admitted last month that health 
clinics lacked the facilities to deal with all 
but a minority of registered addicts. He 
told the newspaper Literaturnaya Gazeta 
that “75% remain out of medical con- 
trol". A senior criminal investigator 
whose job is to crack down on drug- 
dealing added: “How do we assess our 
work? Badly.” 

Soviet propagandists long portrayed 
drug addiction as a purely western social 
disease. While they dwelt on the drug- 
induced moral and physical decay of 
young people in the West, a time-bomb 
was ticking away at home. It was common 
knowledge in the 1970s that Georgia, 
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EUROPE 





Gorbachev wants them to get high on ideals, not drugs 


Azerbaijan and the Central Asian repub- 
lics were becoming prolific producers of 
marijuana and poppies—from which So- 
viet drug-users make a potentially lethal 
impure heroin. But nothing was done. 
One mother, recalling the fate of her son, 
who became an addict at 17, wrote to a 
newspaper last month: “This was 1973. 
Nowhere was a word said about such 
things." 

Under Soviet law, the manufacture and 
sale of narcotics is punishable by a maxi- 
mum of ten years in prison. Growing 
poppies without a permit can mean two 
years behind bars. But according to some 
official estimates, about 80% of addicts use 
poppies or hemp grown on state and 


collective farms and on farmers' private 
plots. As some farmers in California and 
Mexico have also found, growing the right 
plant in the right place can be profitable. 

There are no official estimates of the 
number of Soviet drug-users. One reason 
is that, by admitting to their addiction, 
drug-users risk being prosecuted as crimi- 
nals. A Soviet delegate to the United 
Nations Narcotics Commission said two 
years ago that there were 2,500 registered 
Soviet addicts. He did not explain what 
drugs the addicts were using, and since 
then new fads, such as glue-sniffing, have 
appeared. And for every registered ad- 
dict there are many more unregistered 
ones and drug-abusers. One Moscow doc- 


Jobs for the local boys 


Siberia is the Soviet Union's El Dorado, 
but it is certainly no paradise. Western 
and Eastern Siberia together make up 
almost one-third of Soviet territory, but 
fewer than 10% of Soviet people live 
there. It is easy to see why. The harsh 
climate can plunge winter temperatures 
well below minus 30*C. Sandwiched be- 
tween the Urals in the west, which divide 
it from European Russia, and the even 
less populated Soviet Far East, Siberia 
feels cut off. The new Baikal-Amur 
railway (BAM) should help, but there are 
still few roads and railways linking Sibe- 
ria's pockets of population. 

Yet remote and inhospitable as large 
parts of it are, Siberia is the chest that 
contains much of the Soviet Union's 
wealth of resources: more than half the 
country's potential energy reserves are 
there, and almost as much of its iron ore 
and timber; tin, diamonds, nickel, plati- 
num—you name it, Siberia has lots of it. 
Getting these riches out of cold storage is 
an important part of Mr Mikhail Gorba- 
chev's plans for economic growth, but he 


does not believe in simply throwing mon- 
ey at Siberia. He wants Siberia's plan- 
ners to do more with the resources they 
have. The biggest problem is people. 

Labour turnover is high. Many of 
those who come to work in Siberia from 
other parts of the Soviet Union do so on 
shortish contracts, inspired by a sense of 
adventure, a spark of revolutionary ar- 
dour or simply the prospect of some 
extra roubles. But none of these motives 
seems to keep them theré for long. Mrs 
Tatyana Zaslavskaya, a controversial so- 
ciologist who seems to enjoy Mr Gorba- 
chev's patronage, and two colleagues 
from the Novosibirsk Academy of Sci- 
ences have produced a paper which sug- 
gests some remedies. 

According to Mrs Zaslavskaya, the 
problem could best be described as a 
Siberia "syndrome": poor working con- 
ditions lead to high job turnover and 
labour shortages; factories then have to 
ask people to work extra hours; absen- 
teeism is the result, along with disrup- 
tions to production, knock-on effects 


tor, quoted in the Soviet press last month, 
said that the number of addicts alone had 
"risen sharply in recent times". 

Rumours also surface occasionally of 
drug abuse among Russian soldiers serv- 
ing in Afghanistan. The Soviet press has 
yet to confirm the reports, concentrating 
so far on cases inside the motherland and 
sometimes giving lurid accounts of teen- 
age “shooting up” sessions. 

The Soviet Union has taken a first step 
towards coping with the drug problem 
simply by admitting that it has one at all. 
This fits Mr Gorbachev’s campaign for 
glasnost, meaning more openness about 
his country’s difficulties. There is also a 
deeper concern. Drug-taking is seen as 
one symptom of the cynicism about offi- 
cial ideology and the disillusionment with 
Soviet society which developed, particu- 
larly among young people, during the 
Brezhnev years. Mr Gorbachev has set 
out to change all that. But weening young 
Russians off drugs may prove as hard as 
stopping old ones drinking. 


Denmark 


Shadow over 
Schlüter 


FROM OUR NORDIC CORRESPONDENT 





For several months Danish opinion polls 
have been indicating that, if an immediate 
election were held, the four-year-old cen- 
tre-right coalition headed by the Conser- 
vative Mr Poul Schlüter would be swept 


throughout the region's economy and 
even worse working and living condi- 
tions. The argument appears to be born 
out by interviews in which people regu- 
larly identify dissatisfaction at work, the 
lack of goods and services and poor 
housing as their motives for wanting out. 
Add to that the problems of adjusting to 
à different climate and lifestyle and the 
Siberian syndrome is complete. 

A partial answer might lie in a better 
incentive system, to encourage workers 
to go where they are most needed. Mrs 
Zaslavskaya also criticises regulations 
that stop students and pensioners with 
skills from earning a bit extra on the side 
and filling some of the gaps in local 
services. Of course, more government 
money for housing and consumer goods 
would not go amiss either. As someone 
whose career is tied to Siberia, Mrs 
Zaslavskaya also wants the government 
to give the locals more of a chance. They 
are already acclimatised to Siberian con- 
ditions and if only they had better educa- 
tion and training in the skills the place 
needs they could be relied on to achieve 
more. The message from one eminent 
local is: give Siberians a look in. 
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away. Thé pollsters say that a majority 
would emerge for a government of Social 
Democrats, either in coalition with or 
supported by the farther-left Socialist 
People's party (SPP). Only once, for a few 
months in 1966, has there ever been a 
clear majority for the socialist parties in 
the Folketing, Denmark's single-chamber 
parliament. 

Mr Gert Petersen, the oratorically gift- 
ed sPP leader, whose Mephistophelian 
beard belies a good-natured personality, 
has already suggested that his high-spend- 
ing, anti-NATO and anti-EEC party should 
take either the finance portfolio or the 
foreign affairs one in a coalition of the 
left-wing parties. But the Social Demo- 
crats’ leader, Mr Anker Joergensen, who 
repeatedly rebuffed the sPP when he was 
prime minister before September 1982, is 
not committing himself to anything until 
he has seen the election results. He may 
have to wait a while to see them. The next 
general election does not have to be held 
until January 1988, and the way things are 
going Mr Schlüter has good reason not to 
rush it. 

Danish businessmen tremble at the 
prospect of a Social Democratic-spp alli- 
ance. The Social Democrats, however, 
are a party of moderates. Their long years 
of experience in government have made 
them aware of the limits set by Den- 
mark's economic difficulties, which in- 
clude a net foreign debt equal to almost 
40% of GDP, the highest share for any 
OECD country. 

In the hope of creating more jobs, the 
Social Democrats want to cut the working 
week from 40 hours to 35—which, since 
some 30% of the workforce is employed 
in the public sector, would require a huge 
increase in taxation. The party, which has 
always opposed membership of the Euro- 
. pean Community and of NATO, would 
“want a socialist government to cancel 
Denmark's agreements to reinforce its 
allies and unequivocally to renounce NA- 
TO's nuclear umbrella. The Social Demo- 
crats, too, have flirted with these ideas 
while in opposition, but they remain 
committed to NATO membership. 

Mr Schlüter has displayed a talent for 
getting out of tight corners and may be 
able to turn the tables on the socialist 
parties once again. But he faces two very 
awkward difficulties. The first is a bal- 
ance-of-payments deficit now running at 
almost 5% of Орр. The government is 
adamantly opposed to a devaluation, 
which would be politically damaging to it, 
but it is hard to think of short-term 
alternatives which would be less political- 
ly painful. 

The second problem is that, although 
the government has been spectacularly 
successful in turning a large budget deficit 
into a small surplus, this has meant virtu- 
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ally stopping the growth of public-sector 
spending. The cuts required to achieve 
this have aroused a great deal of anger 
both among public-sector employees and 
among the recipients of welfare-state 





North-south: West Germany 


The patchwork of West Ger- 
many's federal system can 
make things maddeningly 
muddled; West Germans 
tend to accept without ques- 
tion the simple contrasts that 
are commonly drawn be- 
tween sunny Bavaria and 
debt-ridden Bremen, or between self- 
confident Baden-Wiirttemberg and de- 
pressed North Rhine-Westphalia. The re- 
ality, of course, is not so simple. 

While the north provides most of the 
Social Democrats’ votes, the Christian 
Democrats run the most northerly state of 
all, Schleswig-Holstein. No state is more 
solidly conservative than Mr Franz Josef 
Strauss’s Bavaria, but the mayor of Mu- 
nich, Mr Georg Kronawitter, is a Social 
Democrat. Northern states have higher 
unemployment rates and slower econom- 
ic growth than southern ones, but north- 
erners are still richer (in terms of GDP per 
person); the city-state of Hamburg has 
more D-mark millionaires per head than 
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jority of the electorate, can hope to win 


How the bottom is getting on top 


Germany is doubly divided. Besides the 40-year-old split between Ea: 
and West, the federal republic itself is cut in two between a declini 

rust-belt north run by the left and a booming high-tech south with sol 
centre-right majorities. That, at least, is the conventional wisdom. O 
Bonn correspondent examines how much truth there is in it 


Northern wealth, southern comfort 
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benefits. It is questionable whether 
government that alienates these- two 
groups, which together now form a ma- 


an election. - 








































any other state. | , 

Almost any claim about cultural. 
religious differences needs instant сах 
ats. Northerners are credited with spe: 
ing purer German than southern 
though West Germany has no bet 
orator than the Bavarian Mr Strauss, who 
powers his way though long, comple 
sentences to end up with just the righ 
verb. The Protestant church is domina 
in the north, the Catholic church in the 
south. But the work ethic of Stuttgart? 
big Protestant community has been 
foundation for the city's present prospe; 
ty, while wide swathes of rural Lowe: 
Saxony are as solidly Catholic as the 
were during the religious wars of thi 
seventeenth century.  Swabians 
known to be devoted to making a 
holding on to money, rather than to lif: 
finer pleasures; yet Stuttgart's ballet is t 
best in the country. ~ 

In many ways, West Germany today 
more closely knit than pre-1939 Germ 
ever was. Speed-limitless autobahns, an 
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It's not all fun and games in the Ruhr 


excellent rail network and a fine array of 
airports makes distances seem smaller 
(though the fact that the country is so 
much longer than it is wide emphasises 
the differences between north and south). 
The daily press is still dominated by 
regional newspapers, but the sensational 
Bild Zeitung sells 5m copies a day across 


. the country. 


Still, old differences do stay alive, 
many of them reflecting the traditions of 
border states with neighbours on every 
side. Bavarians tend to feel closer to 
people in next-door Austria than to north 
Germans. Some romantic Bavarians still 
suspect the Prussians of having arranged 
the death of their fairytale king, Ludwig 


. H, in 1886 as part of a plot to expand 


. northern influence over the south. There 


are, however, limits to Bavaria's fellow- 
feeling with Austria, as was shown this 
summer by its unneighbourly row over 
the participation of Austrians in anti- 
nuclear-energy rallies in Bavaria. 

In the north, the people of Schleswig- 
Holstein have a natural affinity for the 
Danes. North-western Saxons speak Low 


. German, which is similar to the language 


of their Dutch neighbours. The Saar- 
landers, though they voted overwhelm- 
ingly to become part of the federal repub- 
lic in 1957, have their natural partners 
immediately to the west in France. 

The political gap between north and 
south is as marked as ever, and may even 
be widening. The centre-right holds sway 
in the south. The Social Democrats have 
no hope, in the foreseeable future, of 
winning control of Bavaria, Baden-Würt- 
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temberg or Rhineland-Palatinate. In the 
north, however, the conventional picture 
of the lefts domination needs some 
redefinition. 

For "north" read "heavy industrial". 
Bigruralareas provide centre-right votes in 
Schleswig-Holstein and Lower Saxony, 
while Social Democrats rule in smokestack 
Saarland. In terms of electoral weight, talk 
of a left-dominated north really means the 
state of North Rhine-Westphalia—home 
of the Ruhr and the important cities of 
Cologne and Düsseldorf, not to mention 
the federal capital, Bonn. 

With 28% of the national electorate, 
North Rhine-Westphalia is the key to the 
Social Democrats' strength. In the years 
of Konrad Adenauer's chancellorship, 
the Christian Democrats were a force to 
be reckoned with in the state. They hope 
to make a revival under a new leader 
there, Mr Kurt Biedenkopf, but have 
some way to go. In the 1985 election for 
the state parliament, the Social Demo- 
cratic premier, Mr Johannes Rau, 
crushed the Christian Democrats; and 
last month he was duly confirmed as his 
party's candidate for chancellor in next 
January's national election. 

The Social Democrats also rule in Hes- 
se, to the south-east of Mr Rau's state, 
though in coalition there with the ecologi- 
cal Greens. But Hesse's biggest city, 
Frankfurt, is run by the Christian Demo- 
crats, The lefts other two northern 
strongholds, Hamburg and Bremen, mus- 
ter only 1.9m voters between them. 

Unemployment figures illustrate the 
economic divide between north and 
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south. In the five states from North 
Rhine-Westphalia to Schleswig-Holstein, 
the unemployment rate runs between 
10% and 16%. In Bavaria and Baden- 
Württemberg, it is 5-6%. The worst zones 
of joblessness in the north are those 
where traditional industries have fallen 
on hard times. Bremen's shipyards are 
littered with rusting, abandoned hulks. In 
the Ruhr, where heavy industrial firms 
like Krupp, Thyssen and Mannesmann 
have painfully pulled themselves back 
into profit, the price has been big job 
cuts. West Germany's deep-sea shipping 
fleet, which sails from the North Sea ports 
of Bremerhaven and Cuxhaven, has been 
reduced from 90 ships to a dozen in the 
past 15 years. 


Superstars of the south 
As Mr Manfred Rommel, the mayor of 
Stuttgart, remarks, it has proved a god- 
send to the south in the 1970s and 1980s 
that Germany's first industrial revolution 
took place in the north. Both Bavaria and 
Baden-Württemberg still have a lot of 
small farmers working uneconomic hold- 
ings dependent on EEC subsidies. But 
both have large tracts of land for what are 
literally green-field sites for new-technol- 
ogy businesses. Mr Strauss, himself a 
qualified jet pilot, energetically promotes 
Bavaria as the home of the nation's 
aerospace industry. One recent estimate 
reported that half the population of Ba- 
varia had “‘future-oriented jobs". In Bre- 
men, 60% were in declining industries. 
When it comes to regional promotion, 
Mr Strauss has a worthy rival in the 
premier of Baden-Württemberg, Mr 
Lothar Späth. Mr Späth, who would not 
mind becoming federal chancellor one 
day, proclaims the Stuttgart area's right 
to rival Munich as a high-tech centre. 
Three takeovers in a little more than a 
year have turned Daimler-Benz of Stutt- 
gart into West Germany's biggest indus- 
trial company. Some northern firms are 
buying into the south for their high-tech 
development rather than looking to the 
fledgling science parks of the Ruhr. 
Success breeds self-sufficiency among 
some southerners. They view the north 
with pity, if not disdain. But there is little 
net migration from the Ruhr to the south. 
Northern states vie with one another in 
announcing plans to establish themselves 
as the technology centres of tomorrow. 
Their prospects are clouded by the need 
to handle today's problems with yester- 
day's industrial structures. By the stan- 
dards of other big West European coun- 
tries, West Germany's depressed areas 
are still in fair shape. But its north-south 
gap in economic performance is likely to 
grow wider for some time yet. That will 
test the strength of the country's 
cohesion. 
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Kinnock goes fishing for 
compliments and jobs 


D VM times are just over the horizon 
"again for the trade unions, or so they 
seemed to believe as the Trades Union 
Congress. (TUC) met in Brighton. The 
Labour leader, Mr Neil Kinnock, could 
everi be indulged with an ovation when he 
declared he would brook no opposition 
from the more recalcitrant unions to his 
plans to “get Britain back to work". After 
seven lean years for British trade union- 
ism, Mr Kinnock brought with him the 
seductive whiff of power restored. Few 
union leaders were going to risk too much 
dissension. As a result, fudge was duly 
poured over the most contentious issue, 
that of the Tories' compulsory strike 
ballots. And few questions were asked 
over just how Labour would honour its 
pledge, repeated by Mr Kinnock, to cre- 
ate 1m jobs in two years. 

That pledge has recently injected a 
note.of near-panic into much of Labour's 
internal wrangles over policy. Given the 
unpredictable effect of trying to cut un- 
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employment by old-fashioned fiscal ex- 
pansiog, Labour has had to pin its faith 
on direct employment in the public sec- 
tor. At a recent session with the nationa- 
lised-industry chairmen, Labour leaders 
hoped they would “make their contribu- 
tion" to the 1m target—and got short 
shrift. The industries have spent the past 
five years ridding themselves of surplus 
labour (the big three of coal, steel and rail 
have lost almost. 300,000 jobs since the 
Tories came to power). Rumours are that 
Labour would demand they restore half 
this cut in return for bigger subsidies. 
More jobs would also be expected from 
the health service, local-authority hous- 
ing and roads. 

With roughly half their members now 
in the public sector, union leaders will 
respond by accepting almost any punish- 
ment from a Labour leader. Mr Kinnock 
gave them at worst a rap on the knuckles. 
He did not dwell on the pay restraint that 
might be needed to counter the inflation a 





vast job-creation programme migh 
cause, If the unions were eR aD 
then it "might retard progress, but ; 
will not change the direction of hos 
policies for growth in our country” 
Union bosses liked the tone of what M 
Kinnock had to say, precisely because hi 
did not put them on the spot. | 

So they were careful not to embarras 
him. With only a rump of dissent, the. 
conference passed the compromise mo 
tion on ballots—affirming the individ: 
ual’s right to strike, and right to vote. 
on a strike, but vague on the connec: 
tion between the two. The same hap: 
pened with the joint Labour-TUC docu- 
ment, which both firmly endorses these. 
rights and then concedes that it would 
"run counter to the spirit of industrial 
democracy to impose any one arrange- 
ment." That leaves some union bosses. 
still. secretly hoping that they will b 
allowed to fiddle their rule books with 
out interference. 

Two tricky questions on union democ 
racy are still unanswered: 
€ How strict would a Labour govern 
ment be on the timing of strike ballots 
Ought it to demand that ballots come we 
before strikes, as Mr Alan Tuffin of the 
Post Office workers thinks they should? 
Or will it allow unions, as Mr Ron Todd 
of the mammoth Transport and General 
Workers’ Union hopes, to call worke 
out without a vote, on the basis of hai 
splitting distinctions between official and 
unofficial strikes? 
@ What about the election of union offi- 
cials? The 1984 trade union act required. 
union bosses who vote on their national 
executives to stand for election in indivi 
ual ballots at least once every five years. 
This raises union hackles even more than. 
the argument over strike ballots does. 
Several unions still elect their leaders o 
shows of hands at local meetings, Or 
indirectly through delegate conferences 
(see box on next page). One small uniot 
of telecoms managers, claims to һауе һай 
assurances from Labour that it will b 
allowed to continue with its old system. 

Blunt conflict of interest between 
unions was apparent in the debate on low 
pay. The proposer and the seconder of 
the motion calling for a national mini- 
mum wage have conflicting views on what 
it means: the public employees reckon it 
does not smack of incomes policy, while 
the shopworkers hope it does. 

There was also a conflict of interests on 
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Striking lesson 


. The employment minister, Mr Kenneth 
Clarke, came down to Brighton to watch 
sceptically from the sidelines. One of his 
complaints against the new Labour ap- 
proach to pre-strike ballots is that, under 
the system Labour proposes, unions 
would be able to get away with breaking 
the law. The story of the election of 
officials of three unions makes his case 
sound highly plausible. 

Tory legislation currently insists that 
those union officials who have a vote on 
their national executive must be elected 
at least once every five years in an 
individual secret ballot. But at least 
three unions—NALGO, TASS, and the 
Confederation of Health Service Em- 
ployees (COHSE)—break the law by 
electing some or al’ of the members of 
their executives by indirect means. 

The 1984 act enforces election proce- 
dures much more loosely than it enforces 
pre-strike ballots. If a union calls a strike 
without a ballot, it loses its immunity 
from prosecution—and the employer 
can sue for damages resulting from the 
strike. But if it breaks the law on the 
election of officials, a different proce- 
dure is used. What makes Mr Clarke's 
observations ring true is that this proce- 
dure, similar to the one Labour wants to 
use for enforcing pre-strike ballots as 
well, is long and cumbersome. 

It can take six months or more before 
a case comes to court, When a complaint 
is made to the certification officer, Mr 
Matthew Wake, that a union is not 
complying with the law in the way it 
elects its officials, he writes to them to 
ask whether the allegations are true. 
Only after an exchange of a number of 
letters and a few hearings at his office, 
and only if he is convinced that the union 
is deliberately breaking the law and has 
no intention of changing its rules, does 
he take the union to court. 

In some cases—such as complaints 
against the transport union, the film 
technicians’ union ACTT, and the Film 
Artistes’ — Association—the unions 
changed their rules. But in others (nota- 
bly NALGO's), technicalities allow the 
union to evade the important charges 
while it strings the certification officer 
along for months on minor ones. 

NALGO's national executive includes 
five members who sit (and can vote) 
simply because they chair committees. 


energy policy. The miners want to scrap 
nuclear power altogether and create more 
pit jobs. Unions with workers in the 
nuclear industry, on the other hand, are 
reluctant to go further than the standstill, 
while the whole issue is reviewed, pro- 
posed by the Labour leadership. 

In the event, that was what the TUC 
accepted, but only by a tiny margin. The 
general council's motion, in line with Mr 
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The union says that they "top up" under- 
represented minorities. A complaint 
about this made to the certification offi- 
cer in March was thrown out on the 
grounds that the election in question was 
still in progress. If the same complaint is 
made again next year, the union will 
have a difficult case to answer. 

A still more significant weakness in 
the law is that only individual members 
of the union are allowed to bring com- 
plaints. If the union bosses keep their 
heads down, it can often be a long time 
until one of the union's members notices 
that the law is being broken. COHSE, for 
instance, is not even under investigation 
by the certification officer; none of its 
members has made a fuss. And accord- 
ing to an official of TASS, whose general 
secretary, Mr Ken Gill, was the presi- 
dent of this year's TUC conference, the 
union was caught out only because of a 
campaign by a journalist and former 
Labour member of Parliament, Sir 
Woodrow Wyatt, in the News of the 
World. Sir Woodrow explained the spe- 
cific nature of the breaches of the law, 
and published the address of the certifi- 
cation officer to make it easier for a 
member of the union to complain. 


Clarke is sceptical 





Kinnock's views, went through on a show 
of hands. But the miners' (and firemen's) 
motion that would have made instant 
nonsense of that decision then failed by 
only 60,000 votes out of more than 9m. 
Mr Arthur Scargill cannot move minds as 
he once did; nuclear power plainly can. 
Still there is comfort for Mr Kinnock. For 
once, the public broadly agrees with La- 
bour's activists. 
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Nimrod 
Best of three 


The race is to provide Britain with a new 
airborne-early-warning (AEW) aircraft. 
All competitors have submitted their 
best-and-final offers, and the decision is 
due to be announced around the end of 
September. The winner will get a fat 
contract. The RAF will get—if everything 
goes well—a modern aeroplane that can 
shine its radar over the curvature of the 
earth to detect low-flying attackers in 
time to intercept them before they are in 
position to launch their weapons. 

Last February the Ministry of Defence, 
frustrated by the failure of Marconi Avi- 
onics, part of GEC, to produce its Nimrod 
AEW on time—it was due in 1983—and 
concerned that it might not be able 
build a satisfactory machine at all, т. 
opened the bidding. It allowed Marconi 
to submit a revised plan for delivering an 
aeroplane that meets the specifications; 
but required it to take a substantial fi- 
nancial risk if it won the contract; and 
allowed other companies to bid against 
it. Several did. The front-runners now 
seem to be Marconi, Boeing and Grum- 
man. Each has different claims to win 
the contract. 
€ Marconi has two main advantages. It is 
a British company; and the Ministry of 
Defence has already sunk nearly £900m 
into the project to put AEW radars and 
control equipment into 11 elderly Comet 
airframes, hopefully rechristened Nimrod 
for the occasion. To pick another compa- 
ny now would be to throw much (al- 
though perhaps not all) of this money 
down the drain. However, the RAF is 
desperate for a new aircraft to replace its 
antique Shackletons; and it knows t 
Marconi failed before and could do 
again. 

The best guess is that Marconi will bid 
around £500m to produce a system guar- 
anteed to meet the MOD specifications, 
which have already been reduced a bit 
from the RAF's original wishes. Such an 
offer, backed by the political clout of 
Lord Weinstock, boss of GEC, would be 
hard to refuse. 
€ Boeing produces the AWACS, which is 
in service with the American air force, 
NATO and Saudi Arabia. This aircraft, 
which Boeing plans to produce for only 
one more year, meets all the RAF's origi- 
nal specifications and exceeds most of 
them substantially, so the technical risk is 
zero. It is the aircraft the RAF wants and 
has always wanted. Nine of these ma- 
chines are about the equal of 11 Nimrods 
(assuming the Nimrod could be made to 
work as required). 

The problem with AWACS is cost. Staff 
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be around £800m, but given the costs of 
the American AWACS aircraft it is hard to 
see how the total cost, including support 
equipment, spares and so on, could be 
less than £1 billion: the Boeing solution 
means buying new aeroplanes, as well as 
the equipment to go in them. 

True, buying AWACS would also pro- 
duce a saving in support and operating 
costs. The aircraft would use less fuel 
because it has more efficient engines than 
the Comet and, because of its longer 
range, it could operate from one main 
base in Britain instead of two, as the 
Nimrod would require. The Nimrod air- 
frames could be put to other use. But 
these are small economies. The AWACS is 
the Rolls-Royce of AEW aircraft and it is 
expensive; if money did not matter, it 
would be the clear winner. 

Grumman has produced the most 

aaginative solution and the one that 
looks. the best value for money. For 
around £500m it offers to rip out the 
radar, computers and display consoles 
(all the troublesome bits) of the partly 
finished Nimrods, and replace them with 
radar made by the American General 
Electric company and with the consoles 
and computers currently operating in the 
Grumman E-2C early-warning aircraft. 

Again, the technical risk is zero: the 
equipment demonstrably works well; and 
Grumman has been installing it in aircraft 
for years. The radar, designed for use by 
the American navy, works best over wa- 
ter, but seems to meet the RAF's specifica- 


at Boeing say privately that their bid will — 





tions for detection of targets over land: 
The Nimrod airframes would be used, 
and the communications, electronic coun- 
termeasures and navigational systems al- 
ready installed would be left alone. That 
would save a fair chunk of money. 

The Grumman offer may have a techni- 
cal advantage as well. The General Elet- 
tric radar operates on a much lower 
frequency than those proposed by Boeing 
and Marconi. Lower frequencies work 
better than high ones against "stealth" 
targets that cut down their radar signature 
by rounding off reflecting corners and by 
using radar-absorbing materials. When 
the three radars were originally consid- 
ered, performance against "stealth" tar- 
gets was not thought to be as important as 
it is now. Against that, independent radar 
experts point out that low-frequency ra- 
dars are more susceptible to another part 
of stealth jiggery-pokery: "active cancel- 
lation" by electronic countermeasures, à 
technique by which equipment in a target 
receives a radar pulse and then sends 
back a signal that either cancels out the 
natural radar echo or replaces it with a 
fake one. 

The Grumman scheme's main draw- 
back may be the frequency of the General 
Electric radar, rather than its susceptibil- 
ity to sophisticated countermeasures. The 
Ministry of Defence is worried that it may 
interfere with a lot of two-way radios and 
television programmes if it is operated 
over Britain, or even over the North Sea. 
The RAF fears that will bring complaints 
from neighbouring countries and from 


The price of prediction 


After months of nail-biting, Britain's five 
non-government economic forecasting 
teams now know how much public mon- 
ey they will get during the four years 
from October 1987. The Macroeconomic 
Modelling Consortium—financed by the 
Economic and Social Research Council 
(ESRC); the Treasury and the Bank of 
England—has decided to give more gen- 
erously to the London Business School 
and Liverpool University, réduce its sup- 
port to the National Institute for Eco- 
nomic and Social Research (NIESR) and 
the City University Business School in 
London (cuBs), and to give nothing to 
the Cambridge Growth Project. 

The allocation has revived talk of 
conspiracy theory. At the time of the 
previous allocation іп 1982, the Social 
Science Research Council, the ESRC's 
predecessor, withdrew all its support 
from the Cambridge Economic Policy 
Group (CEPG}—no connection with the 
Cambridge Growth Project—which was 
headed by Professor Wynne Godley. But 
it. handed more money to Liverpool 
University's forecasting team, headed by 
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Professor Patrick Minford, and to CUBS. 
The cEPG was staunchly Keynesian and 
had been highly critical of the Thatcher 
government's policies, producing end- 
less doom-laden forecasts. Both Liver- 
pool University and CUBS are faithful 
proponents of the favoured Tory creeds 
of | monetarism and supply-side 
economics. 

This time, two of the losers—the NIESR 
and the Cambridge Growth Project— 
have been critical of the government's 
policies and, as usual, they are forecast- 
ing the slowest rates of growth for pre- 
election 1987 (see table). The two gain- 
ers, London Business School and 
Liverpool University, are more optimis- 
tic about the prospects for growth. But 
the fate of CUBS does not fit the theory. 
Although its chief, Professor Michael 
Beenstock, is a devout supply-side mon- 
etarist, his grant has been halved. If the 
conspiracy theory were true, his forecast 
of 4.1% growth in 1987 would surely 
have won a better reward. 

The ESRC's decision seems to be based 
on two principles: 
































Britain taxpayers. Worse, it might have 
trouble getting permission from the inter- 
national frequency-allocation agency to 
use General Electric's frequency at, all 
Requests for new frequencies have been: 
known to take up to five years to process. 


Visas 


Out of sight, out of ~ 
mind | 





The queues at London's airports тау 
soon be shorter. Visitors from Bangla- 
desh, Ghana, India, Nigeria and Pakistan 
will in future have to obtain visas in their. 
own countries in order to visit Britain 
That is a relief to overworked immigra- 
tion. officials, whose union has been. 
grumbling about the increasing strain оп. 
its members at airports; and to visitors: 
from more favoured countries, who have 
been held up by long queues at Heathrow. 
and Gatwick. But it means that citizens of. 
some Commonwealth countries аге to be | 
treated in the same way as, say, visitors. 
from communist countries, and more se-. 
verely than visitors from, say, South Afri 
ca or Algeria. 

The Home Office says the new system 
will be “more civilised” than the hours of: 
queuing and days of detention to whi 
more and more visitors are being subject 
ed. Immigration groups, opposition 
members of Parliament, the Commission 
for Racial Equality (CRE) and the Foreign 


€ Money should be given only for re- 
search into modelling; economic fore- 
casting should be financed by charging 
customers. The NIESR and City Universi- 
ty were both badly hit by this. 
ө Value for money. The consortium was . 
unconvinced about the value of the Cam- 
bridge Growth Project's highly disaggre- 
gated model which contains no less than ^ | 
8,000 variables covering 39 industries. 
The NIESR also came under strong 
attack on value-for-money grounds. At 
one stage it looked as if the ESRC intend- 
ed to chop its cash much more savagely. 
Thanks to strong academic support, it 
escaped. The government will no longer 
finance its gloomy forecasts, but NIESR's 
Keynesians are still by far the largest 
recipients of government money. 


1988-89 award 1987 forecast 
£000s % change; GoPgrowth% 
1985-86 prices on 1985-86 
CUBS 30 ~47 +41 
NESA 250 ~32 +18 
London 
Business 
School 125 +6 43.2 
Liverpool 
University 80 +14 *31 
Cambridge 
Growth Project 0 -100 +21 











Office prefer to see it аѕ а costly device to 
* relocate the mayhem. 









the five countries, including a rush of 
Nigerians’ to spend their temporarily 
-overvalued currency on British goods. 
"The increase in arrivals has been accom- 
panied by a steeper rise—of 68% since 
_ last year —in the number of citizens of the 
five countries refused entry (half of it 
accounted for by Nigeria). That is evi- 
dence of the mounting pressure from 
dübious visitors, says the Home Office; 
roof of the tougher entry criteria being 
plied by immigration staff, counter its 
tics. 
The key to being allowed to visit Brit- 
“ain is being able to prove you will leave 
again. But the CRE claims that immigra- 
ion officers automatically assume that an 
indian is less likely to want to go home 
than an American with:the same docu- 
-mentary evidence. 
Last year, 8,704 would-be visitors from 
the five countries were turned away at 
British airports (and in the first half of 
this year, 6,043). But those who are let in 
cdo not.abscond in significant numbers: 
only 222 of 452,000 went missing last 
year. Some may seek to stay by changing 
their status—for example, by marrying. 
But anybody suspected of doing that may 
till be refused permission to stay. 
The visas will be introduced some time 
in the next few weeks—possibly at short 
- notice, if the announcement prompts a 
‘new rush of visitors. Visa control will not 
come cheap. Immigration staff sent 
abroad will cost five to six times as much 
«to employ; the extra bill in the first year 
‘will be around £14m. 
Although the foreign secretary, Sir 
Geoffrey Howe, has denied stories that 
he is unhappy with the change, the For- 
-eign Office glumly predicts that the 
crowds and chaos at Heathrow will simply 
Бе exported to over-stretched High Com- 
missions abroad. There, it may be easier 
for privilege to buy speed, and harder for 
British MPs to exercise their already- 
limited rights to pursue the claims of 
¿rejected visitors. 

































































Farming 
Steward Giles 


The government has won agreement from 
ts. European partners and from Parlia- 
ment for a move to protect six of the most 
threatened landscapes in England and 
Wales by designating them as environ- 
- mentally sensitive areas (ESAs). The 
-Scheme will pay farmers to conserve the 
= countryside rather than squeezing from it 

-every last ounce of output. It is the 
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Behind the new visa rules is a big 
increase in the number of visitors from _ 





















ы Test South 
В valley Downs, 









firmest sign yet of the shift-in government 
policy on farm support towards treating 
the countryside as a public good and 
farmers as its stewards. 

Under the scheme, some £6m a year 
will be paid to farmers who agree to enter 
into a five-year contract to farm according 
to closely defined guidelines. These will 
specify farming practices which would 
safeguard landscape, wildlife and archae- 
ological features. The plan, originally put 
forward by a Tory backbench member of 
Parliament, Sir Richard Body, was taken 
up by the agriculture minister, Mr Mi- 
chael Jopling, who persuaded his Europe- 
an colleagues to let him back it. 

A successful experiment has already 
been carried out in part of the Norfolk 


Broads. More than 9096 of farmers in the 
area it covered agreed to join a scheme to 


. conserve grazing marshes for a flat £50-an 


acre. Since the scheme started, no grazing 
land has been ploughed up. 

In April, the government's rural watch- 
dogs, the Countryside Commission and 
the Nature Conservancy Council, submit- 
ted to Mr Jopling a list of 14 sites (see 
map) in England and Wales and made 
detailed recommendations about the 
management of each. Mr. Jopling has 
selected six, each representing a different 
landscape. They are: 
€ The Broads: a remote open landscape, 
created by peat-digging before the fif- 
teenth century, is threatened by drainage 
and the plough. Even where farmers 
continue to graze livestock, conservation- 
ists are worried about the threat to wild- 
life from reseeding with new varieties of 
grass and heavy use of fertilisers. 
€ Pennine Dales: sheep and some dair, 
ing have created a landscape now threat- 
ened by a switch from haymaking to 
silage, and by the neglect of stone walls, 
barns and woods. 
€ Somerset Levels and Moors: this huge 
wetland area, with its ‘prehistoric 
tradeways and Roman lowlands, has long 
been a battleground between conserva- 
tionists and farmers who wish to drain or 
to sell peat. 

@ South Downs: much of the open down- 
land with chalk grasslands has already 
been ploughed to grow arable crops when 
barley and wheat prices were high. 

@ West Penwith: farmers trying to scratch 
a living from the tiny fields in this beauti- 
ful area on the north coast of Cornwall 


No Reiths need apply 


The British Broadcasting Corporation 
needs a new chairman to succeed the late 
Mr Stuart Young. His successor, in an 
ideal world, should please neither the 
government nor the BBC. He or she 
would cut a swathe through the manage- 
ment of Britain's last unreformed nation- 
alised industry, set up à proper executive 
board to privatise chunks of its adminis- 
tration and programme-making and pre- 
pare it for the satellite era, while at the 
same time defending the BBC's editorial 
judgment against government (but not 
governors") interference. 

Sadly, the job is more likely to go to 
one of the “great and good" who will not 
unduly upset the BBC's hierarchy. So 
forget about Lord King of British Air- 
ways, who is regarded as wanting the job 
too much for his own good; forget Dame 
Jennifer Jenkins, wife of Roy and now 
head of the National Trust, too sensible; 
forget Sir lan MacGregor, too indepen- 
dent; forget Sir Robert Armstrong, cabi- 
net secretary and out of Mrs Thatcher's 








favour. A possibility is Lord Barnett, 
recently appointed BBC deputy chair- 
man, He would be a good choice. But he 
would add a third ex-Labour minister to 
the bevy of broadcasting bosses, which 
already includes Lord Thomson of Moni- 
fieth at the Independent Broadcasting 
Authority and Mr Edmund Dell at 
Channel 4. 

Instead, try either of the Tories' fa- . 
vourite quango knights, Sir · Ian 
Trethowan and Sir William Rees-Mogg, 
both friends of the home secretary, Mr 
Douglas Hurd. Sir lan, 63, à former 
journalist on this newspaper and unob- 
trusive director-general of the BBC itself, 
is now chairman of the Horserace Bet- 
ting Levy. board. Sir William, 58, one- 
time editor of The Times and recent 
deputy chairman of the BBC, is at present 
chairman of the Arts Council. Odds are 
on Sir William, “drier” than Sir Ian and 
a reassuringly conventional choice for a 
nervous prime minister on the eve of an 
election year. 
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have been removing the stone walls, 
known as "Cornish hedges”, and the 
huge stones, known locally as “stranded 
whales", which lie in the fields. It has 
become one of the tattiest areas in Eng- 
land, with poor-quality shacks springing 
up all over the farms. 

€ Cambrian Mountains: this Welsh up- 
land area is threatened by the burning of 
heather and by the spread of unsightly 
conifer forests. 

The scheme's success will depend on 
how much cash individual farmers are 
offered and what constraints are put upon 
them. The cash will vary from area to 
area and probably from farm to farm, but 
the range is likely to be between £25 and 
£100 an acre. The scheme is more likely 
to succeed if its constraints are not too 
rigorous. If, for example, the object is to 
stop the ploughing of grassland, it may be 
more sensible simply to insist on that, 
rather than to try to limit the nitrogen or 
number of silage cuts a farmer can apply. 

If the ESA approach works within its 
first year, the other areas should be 
designated at once. All have landscapes 
as beautiful and as threatened as the six 
which have been chosen. The scheme 
could also be developed into a deliberate 
policy to limit agricultural production, 
and could become a lifeline for farmers 
who would otherwise go bankrupt in the 
coming agricultural recession. 


Zoos 
Animal smackers 


London's zoos are balancing their books 
for the first time in nearly a decade—but 
only because of new state support whose 
continuation will be conditional on the 









c finding extra revenue from private 


sources. The National Zoological Soci- 
ety, which runs London Zoo and Whips- 





No free lunches, son 
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Depends what you mean by growth 


How much did the British economy grow 
by in 1985? The 1986 “blue book"—the 
statistician's bible on income and expen- 
diture— provides the answer. Or rather it 
provides at least ten different answers 
depending upon whether you choose 
GDP, GNP or the multitude of baffling 
alternatives. Here is a brief guided tour 
of the ones that matter most: 

© The commonest measure of “output” 
in Britain is gross domestic product 
(GDP). But there are three different ways 
of measuring it: by adding up all the 
expenditure in the economy, all the 
income or all the output. In theory they 
should be identical; in practice they 
never are. Since the trough of the reces- 
sion in 1981, the income-based measure 
of real GDP has grown by 12.6%, the 
expenditure measure by only 10.9%. 
The difference is equivalent to a cool £6 
billion-worth of output at today's prices. 
© Gross national product (GNP) is the 
sum of GDP and net income from abroad. 
America, West Germany and Japan all 
prefer this measure of output. The Brit- 
ish government's best hope of producing 
faster growth before the election might 
be to persuade British statisticians to do 
the same. During the four years to 1984, 
Britain's net income from overseas assets 
swung from an outflow of £222m to a 
surplus of £3.1 billion (in 1980 prices). 
So, while real GDP—on an average of the 
three measures—rose by only 6.7%, GNP 
rose by 8.4%. However, in 1985, the 
strength of the pound squeezed the ster- 
ling value of foreign investment income, 
50 GNP grew more slowly. 

@ A less-known measure is gross nation- 
al disposable income (Омр); this takes 
into account not only foreign investment 
income, but also the effect of changes in 
the terms of trade. If Britain’s terms of 
trade deteriorate—ie, export prices fall 
relative to import prices—fewer foreign 
goods can be bought with the proceeds 


nade, is desperately trying to resist the 
pressure to commercialise, which it be- 
lieves could destroy the scientific and 
educational principles of the zoos and 
turn them into amusement parks. 

The society has announced a profit of 
£278,000 for the 15 months to March, but 
only with the help of a £3.5m grant from 
the Department of the Environment. 
Two years ago the government was per- 
suaded to contribute for the first time to 
the zoos' ailing finances, but the policy 
comes up for review this autumn. Public 
money for new capital projects such as a 
£2m aquarium is being made available 
only if it is matched pound-for-pound by 
private contributions. The zoo's fund- 
raisers—not great masters of timing— 
went first to the oil companies without 
much success. A development trust 


from a given quantity of exports. This 
means that national disposable income 
will fall. 

Change іп GNDI is calculated by deflat- 
ing both exports and imports by a single 
price index: that of import prices. This 
can make a big difference. For example, 
when oil prices rose in the early 1970s, 
Britain's terms of trade fell sharply. The 
result: real GDP grew by 1.9% a year in 
the five years to 1977, GNDI by a mere 
0.8% a year. The oil-price rise in 1979 
had the opposite effect, for by then 
Britain had become an oil exporter. 
Between 1977 and 1985, GDP grew by 
1.7% a year, GNDI by 2.2% a year. 

Britain's terms of trade are now swing- 
ing back the other way. The National 
Institute for Economic and Social Re- 
search reckons that the terms-of-trade 
loss caused by the fall in the oil price 
could trim the growth in national dispos- 
able income this year to a paltry 1%— 
half the expected rise in GDP. 


Britain's growth 
constant market prices 


1980 82 B3 B4 
Annual % change in: 


GDP* gross national 


77-85 
* Average measure 


1975-72 
Source: National Accounts 


72-77 





chaired by Sir Derek Palmar, of Bass 
breweries, is exploring further avenues. 

Recent visitors to London Zoo who 
encountered pantomime hippos sur- 
rounded by hundreds of form-filling 
schoolchildren eating yoghurt were wit- 
nessing the launch of a new Chambourcy 
product, the “Hippo-pota-mousse”. The 
promotion took the form of an animal- 
identifying competition: under the zoo's 
by-laws, such events must have an educa- 
tional content. 

After years of decline, the number of 
visitors has slowly started to rise again, 
but is still 35% below its peak of the late 
1960s. The only way the zoos could sur- 
vive without subsidy, says the society, 
would be by increasing safari-park enter- 
tainments— Windsor safari park makes a 
tidy profit with no help from the state. 
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oad, bui side to. » their original pur- _ 


s as animal collections. Whipsnade is 
rticularly purist, regarding itself pri- 
y as a breeding centre. But it does 
sniff at a bit of help from тоге 
ommercial ventures elsewhere: this year 
fits from the society's management of 
Emir of Qatar’s zoo, in the Gulf, 
ped to pay for Whipsnade. 








'oliticians'" education 
ot so alma mater 


e lost its grip on the British 
ou wouldn't think so, to 
E hatcher's 22-member cabi- 
| 15 of whom went to England's two 
idest universities. But the picture in the 
Labour party and the Alliance is very 
ifferent. 
ok, first, at Labour’s leader, Mr Neil 
innock, his deputy, Mr Roy Hattersley, 
he 15 Mrs elected to the shadow cabinet, 
who. just missed election, and La- 
ur'sleader and chief whip in the House 
f Lords. If those 22 men (no women) 
de up Mr Kinnock's cabinet, Oxbridge 
uld have only seven representatives at 
‘nation’s high table. That would be 
er.than in Labour cabinets in the past. 
1976, Mr Harold Wilson's last cabinet 
d 13 from Oxbridge; in 1979, Mr James 












People do not want a nuclear-waste 
штр ог a new motorway on their door- 
teps. That is understandable. But why 
should anybody be up in arms against the 
occasional oil rig? The people of Fairlie, 
n the Clyde coast, are; and their story 
as lessons for all those big industrial 
projects that seem to make such good 
senseatthetime: | 

Until the 1960s, Fairlie was a peaceful 
seaside village with no visible means of 
support but the modest yard that had 
nce built Sir Thomas Lipton's contend- 
rs for the America's Cup. the beach 
with its. miles.of low-water sandbanks, 
he pier where the railway brought trip- 
ers from Glasgow, 30 miles away, to the 
Clyde pleasure steamers. Looking out to 
the islands.of Cumbrae and Arran, the 
ay; dotted with yachts, was the loveliest 
‘of the entire Ayrshire coast. 
Then the modern world arrived. At 
the southern end of the bay, rocky 
Huriterston point was just the place for a 
nuclear. power station. Today, three 
huge. bulldings—generating plant and 
two reactors--squat lumpishly over the 
once-wild coast. 

2 Next came British Steel, looking for 
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Callaghan's had 12. Seven of the 26 
Alliance MPs are Oxbridge graduates. 

As Oxbridge declines outside the Con- 
servative party, so the Celtic universities 
are on the rise. Six Alliance MPs have 
degrees from Scottish universities—not 
surprisingly, given their parties' regional 
strength. Five of Mr Kinnock's putative 
cabinet are from Scottish universities, 
and another two, including the leader 
himself, from the University of Wales. Mr 
Wilson's cabinet had only three graduates 
from Wales or Scotland; Mr Callaghan's 


deep water to unload the huge carriers 
bringing ore for its Ravenscraig plant, 
miles inland. Fairlie had it. So, where 
the sandbanks were, today a long jetty 
thrusts right out across the bay to the 
towering gantries that unload the ore. 
Onshore, amid the acres of ore-dumps 
and handling equipment, the 1970s steel- 
men, still day-dreaming of a world where 
demand goes up for ever, built two 
direct-reduction plants to treat the ore 
on the spot. North Sea oil was booming, 
too, so a Scottish-American joint ven- 
ture set up a rig-building yard. 

Some Fairlie citizens tried to fight off 
the industrial schemes: But the “consul- 
tation" was a farce; the decisions had 
effectively been taken, as was proved 
when: civil-service. documents. mysteri- 
ously reached the then local MP. The 
objectors were denounced. as middle- 
class fuddy-duddies, more concerned for 
scenery than for humbler people’s jobs. 
But what jobs? The 900 men at the rig- 

















yard built one rig, and vanished. The - 


300-400 jobs promised by the direct- 
reduction plants vanished before they 
even started, because the demand did; 
.the two plants have not worked a day in 
their lives.- Ravenscraig itself survives 

cause the Scottish. lobby not ‘the 
market, says it must. 





No graduate prime minister has come 


from any university other than. Oxford 


since Stanley Baldwin resigned in 1937. 
Mrs Thatcher, though Oxford refused to 
award her án honorary degree, has a 
perfectly good real one earned at Somer- 
ville college there. Cambridge now has 
more representatives in Mrs Thatcher's 
cabinet than does Oxford. 
For all the talk of a new middle-class 
Conservative party, the great public (ie, 
private) schools are still dug in around 
the cabinet table. Winchester has three 
cabinet members and Eton four; only 
five cabinet ministers (including . Mrs 
Thatcher) were educated їп state 
schools. But the phenomenon of the 
socialist public schoolboy | seems 
doomed; only two of Mr Kinnock's 
team were privately educated. They are 
Mr Giles Radice, the party's education 
spokesman, who was at. Winchester; 
and Mr Michael Meacher, who is em- 
barrassed by his scholarship-boy. past. 
Almost every other Labour leader was 
educated in the grammar schools. that 
the party has been so keen to abolish. 
None of this data says how clever each 
party's top drawer is. The loss of Mr Leon 
Brittan, Mr Patrick Jenkin and Sir Keith. 
Joseph deprived the cabinet of three. 
holders of first-class degrees. Four re- 
main—Mtr Douglas Hurd, Mr John Biffen 
and two Treasury ministers: Mr Nigel 
Lawson and Mr John MacGregor. 
























But now a French-owned company, 
UIE, which builds rigs in the former John 
Brown yard at Clydebank, wants to do 
maintenance work on them at Fairlie, 
alongside British Steel’s jetty. The 
ideal, with 25-30 metres’ depth of water. 
The scheme would give rise to a little 
extra road traffic and some ‘noise. The 
visual impact of a rig under repair would 
be trivial compared with what British 
Steel has done. And at peak mes there 
might be 200 or more jobs: a 

Fairlie is not impressed. А. packed ih 
meeting in the village hall last month -f 
gave UIE its answer: no thanks: Objec- 
tors distrust the assurances they were ©. 
given on noise and traffic. They suspect . 
that any new jobs will go to men from 
Clydebank, where the company iş slim- 
ming its labour force. 

The area's prospective Labour candi- 
date prefers—unusual i ina Scotto. be- 









































"consultation; ram 
hroat with promises 
Д ove false; and you cannot be 
| i£, next time, Tory or Labour, 
it does not believe you. 
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THE SWISS ECONUMY 


Too good to be true? 


To foreigners Switzerland seems an economic promised land, 
with the highest income per person of any industrial country. It 
boasts an international financial centre out of all proportion to its 
[гу size and earns vast revenues from it. Both its big multina- 
tionals and striving smaller firms enjoy a disproportionately large 
share of world markets. Internally the country is a haven of 
labour peace and stability. But if the Swiss want to maintain their 
high living standards and keep inflation and unemployment low, 
they will have to break into an unaccustomed jog just to stand 
still in a world of accelerating economic change, as lain Carson 


reports 


The workings of the Swiss economy re- 


semble nothing so much as the innards of 


the traditional pre-quartz-age watches for 
which the country was so famous: hun- 
dreds of tiny, intricate parts whirring and 
ticking in a state of seemingly permanent 
and perfect balance and harmony. So 
much so that a discussion of economic 
problems in the Helvetic federation 
would seem like a seminar on sin and 
corruption in heaven. 
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But just as the rise of new international 
competition and fresh electronics tech- 
nology brought that classic Swiss watch 
industry to its knees for a while in the 
early 1980s, so the Swiss economy, which 
is heavily dependent on the outside 
world, always risks having its equilibrium 
disturbed by recessions in its foreign 
markets, currency upheavals or the 
changes sweeping the world financial 
markets. A tiny, landlocked economy 





with no natural resources and a popula- 
tion of only 6.5m can have little momen- 
tum of its own. Yet Switzerland has made 
itself one of the richest countries in the 
world, entirely by living on the wits of the 
Swiss. They and their institutions have 
proved capable of heeding and respond- 
ing to changes in the outside world in such 
a way as to maintain the country's com- 
parative advantages. That is not easy for 
such à conservative people, but curiously 
it does work. The test will be whether the 
Swiss can avoid too much perturbation as 
the pace of change gets faster in every 
aspect of economic life, from electronics 
to high finance. 

Switzerland's economic performance 
has been a beacon to the surrounding 
continent, where no government these 
past 20 years has been able to match 
Switzerland's combination of low infla- 
tion and low unemployment. It must be 
said that the country's economic record is 
enviable rather than exciting. Not for the 
Swiss the heady spurts of growth of Ron- 
ald Reagan's America, nor the dashing 
export expansion of the Japanese. Little 
Switzerland tends to grow steadily, ad- 
vancing in the middle of the pack of rich 
industrial countries. The West Germans, 
the Austrians and the Japanese, more- 
over, are sometimes better than the Swiss 





LE 


4 SURVEY SWISS ECONOMY 





| Current- account balance 
of which 


at containing inflation. What marks Swit- 
zerland is the way this basically poor little 
country can provide one of the world's 
highest living standards and employment 
to 99% of those of its citizens who want to 
work. In early 1984, while the rest of 
Europe had unemployment rates in dou- 
ble figures, there was an outcry in Swit- 
zerland when the figure rose to 1.25%. It 
has since fallen well below 1%. 

Three questions arise from this. How 
does the country do it? Is Switzerland a 
model or an economic freak? And can it 
keep it up? 

The secret of the Swiss model starts 
with the open nature of its economy, in 
the sense that foreign trade in goods and 
services looms large in relation to gross 
domestic product (GDP). In this respect, 
of course, it resembles other small Euro- 
pean economies such as Sweden, Belgium 
or Holland. But the Swiss have never 
indulged in protection for their indus- 
tries, which in turn have had to depend on 
foreign markets because the home mar- 
ket is so tiny as to be uneconomic for 
many products. So Swiss companies have 
always had the stimulus of international 
competition urging them to adapt to sur- 
vive. Yet, despite legendary strengths in 
mechanical engineering. chemicals and 
food processing, Switzerland runs a 
chronic trade deficit, which is covered by 
another set of wits working in financial 
services. Such is the strength of the con- 
tribution from such services and tourism 
that Switzerland usually enjoys a current- 
account surplus on its balance of pay- 
ments equal to 4% of GDP, something few 
countries can boast of. 

The Swiss are also helped by the pecu- 
liar way the country is run. The federal 
government still has relatively little pow- 
er, though its role has been increasing. 
Power is devolved to the individual can- 
tons and communes. Important local and 
national issues—which in Switzerland in- 
clude changes in the law on banking 
secrecy and any alteration to the coun- 





try's tax system—are put to referendums. 
This form of government is ideally suited 
to foster a conservative, free-market 
ethos, with no big government interven- 
tion in economic affairs. It is no surprise 
that the public sector accounts for barely 
35% of Swiss GDP and the public-sector 
budgetary deficit is less than 1%, which 
makes the country, for economic liberals, 
a happy valley of fiscal rectitude sur- 
rounded by the massive state sectors and 
deficits of the rest of Europe. The busi- 
ness of Switzerland is business, and the 
combined assets of the big three banks 
tower above the country's GDP. 

The Swiss cling to this image of their 
country's economic success, ignoring the 
events of recent years which have begun 
to betray it. Since the late 1970s there has 
been à creeping extension of government 
involvement in economic affairs, ranging 
from regulations about migrant labour 
through environmental controls to 
changes in the practical operation of the 
hallowed banking-secrecy laws. Most re- 
markably, when that venerable Swiss in- 
dustry, watchmaking, threatened to col- 
lapse, the government put pressure on the 
big private banks to intervene and pro- 
vide finance to rescue the ailing compa- 
nies involved. 

As might be expected in such a country 
there is virtually no overt social tension, 
certainly not in labour relations. Since 
1937 Swiss employers and the unions have 
had so-called ‘peace agreements" which 
amount to no-strike deals that also outlaw 
lock-outs and boycotts. Wage negotia- 
tions are conducted outside these broad 
agreements, which cover only general 
conditions of employment. In almost all 
industries pay deals are negotiated solely 
at company or plant level. Strikes are 
virtually unheard of compared with other 
countries (see table), and nominal wage 


Quiet life for the central bank 


Industrial disputes 
Working days lost (per 1,000 employees) 





TM Germany France UK Italy Holland 
ап 

19800 24 6 90 520 1,140 10 
1981 00 3 80 200 730 10 
19822 02 1 130 250 1,280 50 
1983 19 2 80 180 980 30 
1984 0.3 215 801,280 610 na 


Sources: OECD. UK department of employment 


increases are traditionally the lowest of all 
industrialised countries. It can be argued 
that the structure of labour relations 
imposes this convenient pattern. But it 
seems more likely that only a nation 
where there is already a broad consensus 
in favour of moneymaking could sustain 
such a peaceful record. The government 
stays out of labour relations: the peace 
agreements lay down procedures for han- 
dling wage negotiations at the local level, 
including resort to the national union and 
employers’ organisations for binding arbi- 
tration on a local wage issue. These broad 
peace agreements, including the current 
one which was signed in 1983 to cover five 
years, lay down guidelines for compensat- 
ing workers for the effects of price infla- 
tion on their wages. But there is no 
automatic indexation of wages, and the 
position of the individual firm and its 
competitiveness has to be taken into 
account. The whole process is very sensi- 
ble, very Swiss. 


Sensible expectations 


So consensus and conservative continuity 
are the mainspring of Switzerland's 
steady economic progress, operating both 
in the area of wage settlements and in the 
populist aversion to big government. This 
leaves Swiss macroeconomic policy with 
only two real prongs: aiming for GDP 
growth as close as possible to the econo- 
my's growth potential (that is, about 2% ‘e 
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TA | GENEVE _ 
GENEVA STOCK EXCHAN GE. 


Established in 1 850 (the oldest Stock Exchange of Switzerland) — 


ONE OF SWITZERLAND'S LEADING STOCK EXCHANGES 


Geneva, with its financial vocation of 800 years' standing and its 136-year-old Stock Exchange, has 
grown to an important international banking centre. Geneva is also well known for the many international 
institutions located here and the considerable number of multi-national companies having established 
their European headquarters in this city. 


The Geneva Stock Exchange, dealing not only in Swiss securities but also in those of many European 
and overseas countries, is in daily contact with all important financial centres all over the world. 


Board of Directors: Messrs Georges E. URBAN, Chairman 
Jacques ROSSIER, Vice-Chairman 
Claude BAERISWYL, Jean CAVEGN, 
André KERN, Pierre LARDY, 
Thierry LOMBARD, Alois MEYER 


Chief Executive Officer: Mr Kurt SCHNEUWLY 


Trading hours: Bonds from 9.35am to approx 1.30pm 
Equities from 10.10am to approx 2.00pm 


Floor Members: 

Banque Hypothécaire du canton de Genéve Crédit Suisse 

Banque Paribas (Suisse) SA Darier & Cie (MM) 

Banque Pasche SA Ferrier Lullin & Cie SA 

Banque Privée SA Hentsch & Cie (MM) 

Banque Populaire Suisse Lombard, Odier & Cie (MM) 

Bordier & Cie (MM) | Pictet & Cie (MM) 

Caisse d'Epargne du Canton de Genéve Société Bancaire Julius Baer SA 
Compagnie de Banque et d' Investissements Société de Banque Suisse 
. Union de Banques Suisses 


The Geneva Stock Exchange includes also 55 other members 


Volume figures: 
Market Capitalisation of the listed Swiss companies — SF165.2 billions. 
Total nominal value of the listed bonds = SF140.6 billions. Turnover = SF209.7 billions. 


GENEVA STOCK EXCHANGE 


` 8rue de la Confédération — PO Box 228 — CH-1211 GENEVA 11 (Switzerland) 
... Call or visit us: Tel: 022/28 06 84 























tors - private and 
stitutional - are reaping 
ne benefits of international 
diversification. 

. Investments in markets with 
faster growth rates than in 
the investor's home market 
n be structured to create 
tential for high total returns. 
At the same time, multi- 
arket deployment of assets 
rious currencies and 
estment instruments helps 
protect a portfolio against 
interest rate, currency, and 
political volatility. 

- Astute investors also know 
that achieving high returns 


ore and more inves- 


on a single-currency portfolio - 


is becoming more difficult 
by the year since no currency 
or investment can yield 
maximum results at all times. 
Divergent trends between 
markets afford real oppor- 
tunities for consistently 
superior overall performance. 
But knowhow and an inti- 
mate knowledge of individual 
markets are essential for 
success in the longer term. 


Bank Julius Baer 


Bank Julius Baer - one 
of Switzerland’s most experi- 
enced and prestigious private 
banking institutions, has 
successfully managed multi- 





currency portfolios for decades. 
It gives top priority to 
providing performance- 
oriented international 
investors with professional 
in-depth analysis, expert 
counselling, and skilled 
money management. 

The Bank’s international 
commitment rests on a 
century-old tradition and on its 
conviction that excellence 
of service is a must for 
lasting and rewarding client 
relationships. 


“The international Investor” | 


Among the broad range of 
services for the international 
investor, Bank Julius Baer 


BANK JULIUS BAER 


For the fine art of Swiss banking. — 


offers valuable investment 
information and advice in its 
quarterly review, “The Inter- 
national Investor.” 

The current issue focuses 
on wealth and poverty, 
examining specifically the 
question of whether the rich 
nations are becoming richer 
and the poor nations poorer. 

We invite you to write today 
for a complimentary copy. 


Bank Julius Baer 
Dr. Jan A. Bielinski 
Bahnhofstrasse 36 
CH-8022 Zurich 
Tel.: (01) 2285111 
Telex 812115 
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year), combined with the objective of. 


keeping price inflation to modest levels 
(about 1%). 

To achieve these aims, the authorities 
aim for stable monetary growth and try to 
keep state revenues and spending in rea- 
sonable balance, while keeping the public 
sector from growing as a percentage of 
GDP. Because there is less financial duck- 
ing and weaving to escape the erosion of 
financial wealth by inflation (thanks to 
low inflationary expectations), the Swiss 
National Bank seems to have less difficul- 
ty than its counterparts abroad in keeping 
the growth of the monetary base under 
strict control. And given the avowed 
policy of balancing public expenditure 
and limiting the public sector, fiscal policy 
plays hardly any role in economic policy. 
Federal revenues and expenditure, in any 
case, account for only 10% of GDP, so it 


would be difficult for any Swiss govern- 
ment (which is perpetually composed of a 
grand coalition) to apply any macroeco- 
nomic fiscal leverage even if it occurred to 
it to try. 

That said, the federal authorities did 
pragmatically apply a bit of Keynesian 
pump-priming in March 1983 to nudge 
the economy out of the recession which 
had started in 1981: the economic support 
programme to help some industries ad- 
just to technical change through subsidies 
employed the equivalent of 0.5% of GDP 
(or 1.7% of government spending) to that 
end. But it is not just the peculiarities of 
the structure of the economy that make 
Switzerland stand out from other Europe- 
an countries. The workings of the labour 
market, with the use of migrant workers, 
mark Switzerland out as a freak rather 
than a standard for the rest of Europe. 


Short time and hard time 


When their economy slows down, Swiss workers get short time; the foreign 


workers just get a hard time 


Oddly for a country that prides itself on 
free-market principles in its economy, 
Switzerland shares an important charac- 
teristic with three bastions of social de- 
mocracy, Austria, Norway and Sweden. 
This quartet of small European countries 
are the only ones in the industrial world 
where the level of unemployment has 
barely risen over the past 12 years, since 
the first oil shock. The social democrats 
have used public spending in various ways 
to create work so as to keep the jobless 
figures down. But the Swiss certainly 
stand out for their cruder methods, oper- 
ating on the supply side of the labour 
market rather than tinkering with de- 
and stimulation. 

The first, uncontroversial, Swiss ploy is 
the extensive use of short-time working 
during cyclical down-turns in economic 
activity. By 1976, while the country was 


Employment and the labour force 
1973: 100 


— Labour force 





still being rocked by the effects of the oil 
price rises on the international economy, 
1.75% of the Swiss labour force was, 
according to the OECD, on short time. In 
terms of work hours forgone by this 
device, this partial unemployment 
amounts at the low point of a recession, 
such as in 1982, to almost half the level of 
total unemployment. When activity picks 
up, of course, the short-time unemploy- 
ment” quickly melts away. 

The second, controversial, feature of 
the Swiss labour market is the harsh 
treatment meted out to foreign workers, 
who account for almost 25% of the labour 
force, or about 750,000 workers. There 
are several categories of foreign workers, 
of whom the most badly done by are 
seasonal employees in tourism and con- 
struction. It has been calculated by the 
OECD that if all seasonal foreign workers 
in Switzerland had registered as unem- 
ployed in the country at the end of their 
contract period (which they are, of 
course, not allowed to do), full-time un- 
employment in 1984 would have doubled 
to 2.2%. 

There is now a hierarchy of foreign 
workers in the country, since curbs on 
migrant labour were first implemented in 
1965 because the Swiss felt their country 
was being swamped by (socially) undesir- 
able outsiders. From the top down, the 
first category consists of those with per- 
manent work permits that allow their 
holders to take any jobs anywhere in 
Switzerland. Next come new foreign 
workers with annual permits issued only 
for specific jobs. Third come seasonal 
workers whose permits last only nine 
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months, and who are concentrated in - 
tourism, building and farming work. Last 
come the frontier workers who live in 
neighbouring countries but cross the bor- 
der to work in Switzerland each day. In 
1960, when one worker in five in Switzer- 
land was a foreigner, only 2.7% of the 
labour force was made up of permanent 
foreign workers. Now the permanent for- 
eigners, with the same employment rights 
as Swiss nationals, have risen to almost _ 
14% of the labour force, but another 11% 
still consists of the less favoured foreign- — 
ers with limited rights. 

Obviously this system of labour permits 
has given the Swiss a safety valve for 
limiting unemployment among their own — 
nationals at the expense of the migrants. | 
In the worst of the recession between 
1974 and 1976, 305,000 jobs disappeared 
in Switzerland; but so did 180,000 foreign 
workers, bundled unceremoniously over 
the Helvetic borders back to whence they 
came. 


Distinctive pattern 
Going back to 1973, all this produces a — 
distinctive pattern to the Swiss labour 
market. First, Switzerland is unlike the 
rest of Europe where employment has 
remained more or less flat since 1973. The 
number of jobs in the Swiss economy is 
still some 5% below the 1973 level. But — 
Switzerland alone among industrial coun- 
tries has a labour force which has also 
declined since 1973. The really significant 
point about the chart on this page is that — 
fluctuations in the supply of labour coin- - 
cide neatly with the demand for jobs. This 
is the ideal sought by free-market econo- 
mists through a removal of so-called rigid- 
ities in the labour market. That usually 
means freedom from trade union pres- | 
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sure permitting the reduction of wage 
levels. In Switzerland's case, it simply 
means turning on and off the supply of 
foreign workers to suit demand. But there 
is a little more to it than that. The fall in 
the labour force is not confined to the 
expulsion of foreigners: more Swiss stay- 
ing on into higher education and more 
taking early retirement have also affected 
the total supply. 

There is, however, an important 
change in the balance between foreigners 
and Swiss nationals. After the first oil 
shock, a total reduction in employment of 
over 7%—according to an OECD study— 
was made up by a fall of 75% in tempo- 
rary foreign workers, 17% by a fall in the 
number of permanent foreign residents 
and 8% by a rise in unemployment. After 
the 1979 oil shock, in the 1982-83 reces- 
sion, the 2% fall in employment was 
distributed among the three categories in 
the proportions of 47%, 20% and 33% 
respectively. It was that 33% rise in 
unemployment that led to Swiss angst by 
1984. The reason for the change was that 
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more foreign workers qualified for better 
treatment than their predecessors in the 
1970s. Nevertheless, foreign workers in 
Switzerland have a hard time getting 
established permanently with their 
families. 

While the turning on and off of the 
migrant tap does help to create the match 
between labour supply and demand in 
different periods of the cycle, there are 
plenty of Swiss economists who reckon 
that in periods of expansion, as now, the 
shortage of labour can act as a brake on 
the expansion of the productive capacity 
of the Swiss economy. This even affects 
the upmarket end of the service sector, 
which in Switzerland is, of course, the 
financial-services business built around 
the country’s banking system. The strains 
upon it reveal not only the intensifying 
pressures the Swiss economy is going to 
face to keep at the top of the international 
prosperity league; but it is in banking and 
finance that one also gets a clear whiff of 
the Swiss attitude to today’s economic 
changes. 


Moneymen feel the squeeze 


The global financial revolution is threatening to by-pass Switzerland 


Switzerland has more bank branches than 
dentists, one for every 1,250 of the popu- 
lation. (In Britain the figure is one for 
every 3,900; in the United States one for 
every 6,000.) The Swiss financial sector 
. employs 100,000 people, 3% of the work- 
ing population, generates tax revenues of 
over SwFr6 billion and contributes a net 
SwFr15 billion to Switzerland's current 
account. 

In 1985 Switzerland's capital exports 
amounted to SwFr46 billion (compared 
with only SwFr12 billion ten years earli- 
er). In the same year Swiss franc securi- 
ties issued in the country by foreigners 
amounted to 9% of the total $166 billion 
of all international issues that year. Such 
à proportion puts the Swiss market alone 
in third place for these issues, behind the 
Eurodollar and the combined Eurocur- 
rency markets as a source of finance for 
foreign companies, banks, governments 
and international organisations. Some 
5% of the world's currency reserves are 
held in Swiss francs, and it is an educated 
guess that as much as SwFr1.6 trillion of 
foreign investors' money is piled up in the 
investment portfolios of Swiss banks, well 
ahead of the already impressive figures 
(SwFr230 billion in 1984) that appear as 
foreign deposits in the banks' balance 
sheets. 

No wonder that, in the throes of Brit- 
ain's devaluation crisis in 1966, the La- 
bour minister Mr George Brown referred 
disparagingly to the “Gnomes of Zu- 


rich", by which he meant people with a 
sinister influence in international finance. 
In fact, although the ebullient Mr Brown 
launched the expression, the word 
"gnome" was invented in the sixteenth 
century by a Swiss scholar and physician, 
Theophrastus Paracelsus, who coined the 
Latin word “gnomus” to refer to dwarfish 
spirits of a subterranean race guarding the 
treasures of the earth. 

The gnomes and the Swiss banks have 
come a long way since the sixteenth 
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century, but there was never any obvious, 
logical reason why a small, poor country 
such as Switzerland should have emerged 
as a financial centre. In the mid-eigh- 
teenth century Swiss neutrality, by then 
established for 100 years, enabled the 
Swiss to help finance the French court 
because some of the Swiss cities and 
cantons had become little pockets of 
wealth (based on textiles and trading). 
Came the French Revolution and a steady 
stream of aristocratic flight money started 
to flow in the opposite direction into 
Switzerland, as it still does from the cash- 
rich French. 

But the big Swiss banks such as Union 
Bank of Switzerland (UBS), Crédit Suisse 
and Swiss Bank Corporation got going 
only in the late nineteenth century, and 
the dramatic expansion of Switzerland as 
an international financial centre (as op- 
posed to a funk hole for criminal or dirt 
money) is a phenomenon of the 1960s. I 
those days inflationary policies in Ameri- 
ca led many investors and central banks 
to shift savings and reserves into curren- 
cies other than the dollar. Safe, stable, 
neutral, low-inflation Switzerland—with 
a freely convertible currency—became an 
international attraction. 

Just as there was no single obvious 
reason for the Swiss financial centre de- 
veloping, so now there is no clear reason 
for Switzerland to continue to occupy 
such a disproportionately large place in 
the international capital markets. Since 
the mid-1970s the Swiss have lost half the 
gold trade to London, because of the tax 
the Swiss authorities put on transactions. 
Similarly, the Eurobond market slipped 
away from Switzerland to London, large- 
ly because the stamp duty of 0.3% that 
the Swiss levy on security dealings applies 
to bonds and notes as well as to shares. 
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Cross Stich 


Switzerland may continue to be the de- 
sired, private banking centre of the 
world, but the trend is towards more 
finance managed by institutional inves- 
tors whose main criterion is performance 
in investment management. And these 
institutions want new forms of invest- 
ments. 

The whirlwind of innovation that is 
sweeping through the world capital mar- 
kets, born of deregulation and new com- 
munications technology, is bringing dis- 
turbing eddies to the Bahnhofstrasse, the 
heart of Zurich's financial market. With 
round-the-clock trading centred on New 
York, Tokyo and London, there is an 
increasing tendency for Switzerland to be 
seen as a backwater, albeit a classy and 
discreet one that is better for rich individ- 
uals than for the professional institutional 
investors who value performance more 
than secrecy. The Swiss are trailing be- 
hind the Americans, the Japanese and the 
British both in their ability to invent and 


o new financial instruments and in 


their willingness to apply the latest elec- 
tronic trading techniques to make these 
new transactions work. One small exam- 
ple: now that Zurich has decided to set up 
a market in traded options, the stock 
exchange there has had to get 40 work 
permits (not an easy task) for competent 
foreign staff to come and set up the 
trading system. “And that's not counting 
the experienced traders that we are all 
going to need to bring in", adds one 
senior Swiss banker ruefully. 


Pressed on all fronts 


"There's no doubt that there is a tenden- 
cy towards new markets like Tokyo and 
growth in others like London, perhaps to 
the detriment of markets like ours," ad- 
mits Mr Guido Hanselmann, who is sec- 
ond in command at Switzerland's biggest 
bank, Union Bank of Switzerland. “Ме 
have the increasing handicap of the lack 
of understanding of our authorities in the 
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matter of taxation. Swiss banks, like it or 
not, are moving to other centres. It is 
clear that the big three centres are now 
New York, Tokyo and London." 

The Swiss moneymen have no doubt 
that the blame for Zurich losing ground 
lies with the Swiss government. Their 
particular béte noire is the Socialist fi- 
nance minister Mr Otto Stich. (Why a 
socialist finance minister in conservative 
coalition Switzerland? “No one else 
wants the job, and unfortunately he is as 
bright as he is dogmatic,” says one Bahn- 
hofstrasser.) Mr Stich has dug in his heels 
over the vexed issue of the stamp tax on 
bond dealings, refusing to remove or cut 
it without some compensating impost to 
maintain federal revenues. The tax, 
which the bankers blame for driving away 
business to London, brings in around 
SwFr1 billion a year to the federal au- 
thorities, which is equal to about 12% of 
all their tax revenues. Obviously it is 
unlikely that any Swiss government de- 
voted to the ideal of balanced budgets is 
going to forgo such a juicy tax. The 
conventional argument for a reduction in 
stamp duty—that it maintains the yield by 
stimulating turnover—does not cut much 
ice with Mr Stich. And alternative taxes 
on transactions would have the same 
dampening effect on business. Even if the 
government opted for higher taxes on 
bank profits or other forms of direct tax 
to recoup revenue, this would do nothing 
for the central government's finances, 
since in Switzerland such taxes accrue to 
the cantons. 

Compromises would seem possible to 
any reasonable man. Exemptions could 
be made for the most mobile sort of 
dealing, for example, when foreign-secu- 
rity dealers are trading foreign paper in 
Switzerland, or for the banks dealing on 
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their own account. But the authorities 
seem obdurate. "It's because the banks 
are not much liked or even respected in 
this country," says Mr Hans Baer of 
Bankhaus Julius Baer. “They carry less 
political clout than the big industrial 
companies." 


Secret service 


The Swiss banks' problems are not con- 
fined just to the government in Switzer- 
land. The Americans are piling on heavy 
pressure over the hoary issue of Swiss 
banking secrecy. There has been a spate 
of spectacular cases in the past year or so 
which appears to have torn the veil that 
normally covers numbered bank accounts 
in Switzerland. Not only are the Swiss 
bankers furious at the arm-twisting from 
the American Securities and Exchange 
Commission (SEC) and the Internal Reve- 
nue Service, they are also upset at what 
they see as the pusillanimous responses 
from their own government in Berne. 

Mention secrecy on the Bahnhofstrasse 
these days, and it provokes a sort of 
irritated sigh. Then the visitor is told that 
actually it matters very little to most of 
the business the Swiss banks do. Yet 
within minutes the typical Swiss banker is 
vigorously denying that the laws on secre- 
cy have in any way changed and is anxious 
to convey the impression that foreign 
clients can still expect the same discreet 
service they had come to rely on. If it is 
not so important, why make such a fuss 
denying that it has been weakened by any 
of the recent scandals? 

All bank accounts all over the world 
are, of course, numbered. The difference 
in Switzerland is that the name that goes 
with the number is known only to a few 
top officers in each bank, and the account 
is handled by number only. If a Swiss 
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banker were to release the name, he 
would be liable to a fine of SwFr50,000 or 
six months in prison for breach of the 
banking-secrecy law which dates back to 
1934. In all logic, it seems to be a law to 
protect depositors from indiscreet bank 
employees—not a noticeable problem in 
other countries. But Swiss bank clerks 
would have more to be indiscreet about. 
Banking secrecy, in any case, appears to 
be popular in the country: in May 1984 a 
Socialist-inspired referendum on lifting it 
was defeated by а 73% majority. “That 
shows you how many Swiss have num- 
bered accounts," says one banker. The 
banks lobbied very hard to defeat the 
Socialist proposal. 

In reality the Swiss are hypocritical on 
the subject. They vaunt the proliferation 
of mutual legal assistance deals done with 
foreign countries to help prosecute crimi- 
nals who might have stashed their loot in 
Switzerland. But they admit that the 
books are opened only for people being 
pursued for acts which are crimes in 
Switzerland. Since what the rest of the 
world calls illegal tax evasion is regarded 
as the normal pastime of a gentleman in 
Zurich or Geneva, and since the easiest 
way for America to pursue the Mafia is 
through the American tax authorities, 
this begs the question of how serious the 
Swiss really are about helping foreign 
governments. 

The biggest dents in Swiss banking 
secrecy recently have been over the two 
deposed third-world leaders, Baby Doc 
Duvalier of Haiti and ex-President Ferdi- 
nand Marcos of the Philippines. In both 
cases their assets in Switzerland are fro- 
zen, but it is the Marcos case that arouses 
the greatest ire up and down the Bahn- 
hofstrasse. “I deplore the way the case 
was dealt with," says UBS's Mr 
Handselmann. 

What happened, according to sources 
in Zurich, Berne and Basle, was that a 
bank noticed in the dying days of the 
Marcos regime exceptional movements 
into certain numbered accounts in Swit- 
zerland from the Philippines. Worried 
about the possible political fall-out, the 
bank notified the Federal Banking Com- 
mission in Berne, seeking guidance on 
how to proceed. Normally a new govern- 
ment would quickly gain acceptance from 
the Swiss for a freeze on the assets of the 
former rulers, but it was clear in this case 
that there would be a period of uncertain- 
ty before any such request could be 
organised from the new holders of power 
in the Philippines. That gap could have 
been embarrassing. 

So the Federal Banking Commission 
told the Swiss government what was going 
on. On its own authority that government 
froze the Marcos assets for two days, until 
the banking commission invoked one of 


its catch-all rules, which required “best 
behaviour" conduct by all bankers to 
continue the freeze until the new govern- 
ment in the Philippines could formulate 
its request for mutual legal assistance. 
Now the net result of all this was that the 
money was trapped before Mr Marcos 
could spirit it farther away. And yet those 
worthy bank bosses on the Bahnhof- 
strasse are unhappy about the procedure. 
Whose side are they on? 

Further embarrassment has dogged the 
Swiss over the case of insider dealing on 
Wall Street involving a dealer, Mr Dennis 
Levine. The Swiss bank involved, Bank 
Leu, passed information to a Bahamian 
bank which in turn passed it on to the 
American SEC. Behind this increasing co- 
operation on the part of the Swiss is the 
fear that their burgeoning operations 
abroad can expose them to direct legal 
action by, notably, the American authori- 
ties who are not loth to subpoena local 
Swiss executives or seize assets to put 
pressure on the parent company back in 
Switzerland. The Levine case was only 
the latest in a string of insider-dealing 
cases involving the Swiss which have 
caused embarrassment. Two earlier ones 
concerned takeovers in America of Santa 
Fe and St Joe Minerals. With this in mind 
the Swiss themselves are considering a 
law against insider dealing. which is ex- 
pected to be in force by January 1988. 
Once that happens, full mutual assistance 
will be possible since. the American of- 
fence will also be against Swiss law. 
Nevertheless, it shows that the hand of 
the Swiss in cleaning up their financial 
markets is being forced by Lex 
Americana. 

What is the cumulative effect of all this 
erosion of secrecy upon that part of the 
Swiss banks’ business which depends 
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more on discretion than performance in 
managing their assets? According to a 
senior official at Swiss Bank Corporation, 
it has become a constant preoccupation. 
"We haven't lost a customer yet, but 
more questions are being asked. Clients 
are more worried than ever about what 
the future will bring." 


Cartels crashing 


If Switzerland can no longer offer secrecy 
as complete as it was, what else does it 
offer? The Swiss capital markets have 
lagged behind their international compet- 
itors partly because they have been or- 
ganised on a cosy cartel basis. In just 
about the last regulation on capital ex- 
ports that remains in place, the Swiss 
National Bank has managed to get other 
central banks to agree that there should 
be no Swiss franc bond issues outside 
Switzerland. Within Switzerland, the is 
suing banks have to have Swiss domicile. 

This measure was designed to protect 
the power of the Swiss authorities to 
control their money supply; the Swiss * 
National Bank naturally feared the ef- 
fects of an excessive internationalisation 
of a small country's currency. Now it has 
the perverse effect of keeping the Swiss 
franc bond business largely in Swiss hands 
in Switzerland, where the government 
also happily collects its stamp tax. Were 
the domicile regulation to be relaxed, the 
Swiss banks would cheerfully take their 
issuing business to London to escape the 
stamp tax. Indeed, there are some who 
think that in the current climate of finan- 
cial deregulation in London and Frank- 
furt it will be only a matter of time before 
some foreign banks break the gentle- 
man's agreement the Swiss National 
Bank has obtained to limit the Swiss bond 
issues to Switzerland. But it would be a 
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brave banker who risked upsetting his 
own and the Swiss central bank. 

Until a few years ago the big three 
Swiss banks had nearly 100% of all the 
foreign-bond business to themselves. 
They are organised into a massive syndi- 
cate which doles out fixed percentages of 
a new issue and charges heavily on com- 
missions for placing the bonds either with 
the banks' depositors or in the portfolios 
of their investment clients. Given the 
sheer weight and number of those pri- 
vate—Swiss and foreign—bank custom- 
ers, the Swiss are justly renowned for 
their placing power. Choosing a Swiss 
bond issue to raise capital is a bit like 
choosing a new Mercedes rather than an 
old Ford; it may cost more, but you are 
sure of getting to where you want to be. 

This massive syndicate, with lots of 
little banks following in the wake of the 


o: three, has been challenged in recent 


years. One challenger has been the so- 
called Handelsbank syndicate, run by the 
bank of that name in Zurich, but which is 
really part of Britain's National Westmin- 
ster group. That syndicate operates in the 
same way as the market leaders. Some 
competition comes from two non-estab- 
lishment groups—Banque Gutzwiller, 
Kurz, Bungener and the Nordfinanz syn- 
dicate mainly owned by the Finnish Kan- 
sallis-Osake-Pankki bank. They form ad 
hoc syndicates and do not mind if their 
fellow banks underwrite issues managed 
by another syndicate: they are not so 
rigidly clubby and cartelised as the main 
Swiss syndicate. 

The real competition, however, comes 
from a small operation in Geneva, known 
as Soditic, which is 47% owned by S. G. 
Warburg of London. Soditic annoys the 
Bahnhofstrasse bankocracy because of 
the aggressive way it pursues business in 


a issues. It operates like a Eurobond 


ouse in London, structuring and selling 
each issue on its own merits, rather than 
following the staid syndicate routine, 
dropped in the Euromarkets years ago 
but still surviving in Zurich. 

Soditic claims to be behind innovations 
in the Swiss capital market—such as the 
dual-currency bond whereby the issuer 
borrows and pays interest in Swiss francs 
but redeems the principal at a predeter- 
mined amount denominated in American 
dollars—but denies that it indulges in 
straight commission cutting, as the big 
banks allege. In the long run, the big 
banks argue, Soditic will face difficulties 
because it does not have an army of 
private customers which it can stuff with 
the bonds it manages. At the UBS, Mr 
Hanselmann is contemptuous of competi- 
tors such as Soditic, without referring to it 
by name. "We want to concentrate on 
quality issues. If others think they can be 
successful then let them do it with other 
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sorts of issues. We'll stick to stocks of 
quality." And at Handelsbank one execu- 
tive gleefully points to the flop of the 
People Express bond issue that Paribas 
did on its own with an ad hoc group of 
underwriters, breaking from Handels- 
bank's syndicate to do so. But, as Soditic 
executives point out, the big banks have 
had their own share of disastrous bond 
issues such as Dome Petroleum (Crédit 
Suisse) and Pemex (Swiss Bank 
Corporation). 

With the growing competition inside 
Switzerland and the spread of electronic 
global dealing on the New York-Tokyo- 
London axis, the big Swiss banks do not 
really seem to care too much what hap- 
pens to Switzerland as a capital market: 
they are building up their activities in 
those centres to make sure they get their 





Multinational movements 


Switzerland's big companies have been shaking themselves up, but some 


still find the adjustment difficult 


For a country best known to foreigners 
for skiing, chocolate, watches and num- 
bered bank accounts, Switzerland has a 
surprisingly large manufacturing indus- 
try, accounting for around a third of GDP 
and employment. Both these proportions 
are higher than elsewhere in Europe. 
Despite the fame of its watchmaking, the 
heartland of Swiss industry has always 
been engineering. But, like the old pre- 
quartz watchmaking, it is a precision sort 
of engineering, mostly done by small 
companies exploiting worldwide market 
niches that they have discovered. 
Switzerland also has a clutch of heavy- 
weight multinationals, led by Nestlé and 
Brown, Boveri and the chemicals trio of 
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share of the deals abroad. Both Crédit 
Suisse and UBS have, of course, bought - 
London brokers in anticipation of the 
new London securities market after the 
Big Bang in October. They are also 
taking over banks in West Germany be- 
cause the liberalisation of banking and 
securities dealing is making Frankfurt 
grow as a centre. Abroad they concen- 
trate on the lucrative business of whole- 
sale banking rather than the more labori- 
ous retail sector that British and 
American banks tend to indulge in. In 
their international strategy of building up 
operations outside Switzerland, following 
market growth where it is likely to occur, 
the banks, after all, are doing no more 
than their compatriots in the big Swiss 
multinational companies have been doing 
for years. 


Hoffmann-La Roche, Ciba-Geigy and 
Sandoz (all of which are based a stone's 
throw from each other in Basle). Al- 
though these companies are big in inter- 
national terms, it would seem remarkable 
at first sight that none has been taken 
over by even bigger American or West 
German groups. The Swiss can in a 
roundabout sort of way thank the Ameri- 
cans for their independent companies. 
During the second world war the Ameri- — 
cans passed the Enemy Property Act  - 
which, among other things, stipulated 
that neutral trading partners of America 
had to be able to prove that their share- 
holders did not include people or firms 
from the Axis powers. 5 
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Maucher changes the mix 


The Swiss way of proving this was to 
create registered shares and give the 
board of directors power to vet owner- 
ship. This means that all the big Swiss 
companies (with the odd exception such 
as Hoffmann-La Roche where the 
founder families control it anyway) can 
easily keep their share-ownership Swiss. 
“If it hadn't been for that American 
Act," says one Nestlé executive, “all big 
Swiss companies would be part of Ameri- 
can multinationals by now." This Swiss- 
only policy for registered shares (bearer 
shares or non-voting participation certifi- 
cates are open to all-comers) enabled the 
Swiss companies to fend off the incoming 
American companies in their expansion- 
ary phase in Europe during the early 
1960s. In the 1970s the same technique 
served to ward off Arab investors. 

Apart from ownership, how Swiss are 
the big companies? After all, à company 
such as Nestlé is implanted all over the 
world and has only 2% of its total sales in 
the home country; Sandoz has barely 5%. 
At main-board level, the companies are 
very multinational: Nestlé's present man- 
aging director is a West German, Mr 
Helmut Maucher; the previous one was 
French. The big chemical companies have 
a fair proportion of Americans and non- 
Swiss Europeans in their top echelons. 
But in all cases, the head office and most 
of the research and development estab- 
lishments are in Switzerland. And, of 
course, the money comes back to be 
counted at home and paid out in 
dividends. 

Being anchored in one of the world's 
most stable and successful economies is 
no great help to multinationals, especially 
when the country is so small that it cannot 
provide a baseload of home-market or- 
ders from which to spin off international 


sales. Being Swiss-based did save them 
from destruction in the second world war 
and a historically strong currency has 
helped their retained profits keep their 
value even if it has sometimes made the 
earning of them more difficult, either by 
making exports less competitive or repa- 
triated foreign currency profits look less 
impressive when converted into hard 
Swiss francs. 

Another aspect of Swissness that 
touches all the big companies is their 
conservative accounting. They all have 
hidden reserves greater than the formal 
reserves revealed in their balance sheets. 
That is just as well in the case of Brown, 
Boveri, the large electrical engineering 
group. As one Swiss banker pointed out, 
with American accounting Brown, Boveri 
would have gone bust in the тесер! past 
because of the losses it had been racking 
up. BBC, as the company is known in 
Switzerland, and Sulzer, the marine-en- 
gine and textile-equipment company, are 
the biggest cases left for treatment in 
Switzerland now that the stricken watch 
industry has been sorted out. The two big 
watch groups—ASUAG and ssiH—had to 
be reorganised by the banks, so badly had 
they been overtaken by cheap quartz 
watches from the Far East. Prodded by 
the government, which persuaded the 
banks to convert loans into equity and 
accept write-downs, all that was sorted 
out in 1983 and the merged SMH company 
has discovered how to market watches as 
the fashion accessories they now are; the 
Swiss even developed the hugely success- 
ful plastic Swatch. 


Engineering blues 

But Brown, Boveri is still in deep trouble. 
Since last year it has had the former head 
of the Swiss National Bank, Mr Fritz 


Leutwiler, as chairman. In an unusually 
blunt speech even for that plain speaker, 
Mr Leutwiler told shareholders at the end 
of May that not only would they be 
getting no dividend this vear, but that it 
would take several years before Brown, 
Boveri was in any decent shape. Though 
it has stopped making losses, it still has a 
net income of only 1% of sales, and that 
in a period when all the major economies 
where the company trades have been 
booming. 

Mr Leutwiler recognises that it is not 
enough to wring hands and lament the 
lack of orders for power-station equip- 
ment, the core of the group. around the 
world. He considered getting out of the 
sector altogether, but it was decided that 
the group's technical strengths there 
meant it was worthwhile hanging on. 
Instead, the whole company is being 
turned upside down to shake out market- 
able products from the development m | 
oratories and get them into production 
fast instead of following the usual BBC 
pattern of endlessly perfecting a product 
until something else has overtaken it in 
the market. 

Needless to say, the engineers are be- 
ing pushed aside by finance and market- 
ing men, and the country fiefs around the 
world are being bashed into a product-led 
divisional structure. The huge West Ger- 
man subsidiary in Mannheim, once con- 
sidered a strength because it offered extra 
efficient manufacturing inside the large 
West German and EEC market, had long 
been a law unto itself. Now the Swiss 
parent company has taken 75% control 
and imposed its will on the offshoot. 

Another Swiss company with problems 
is Sulzer. There always was an irony in 
the world's leading supplier of marine 
engines being based in landlocked Swit- 
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Stock Markets 


Royal Lancaster Hotel, London, 
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_ The big rise in share prices in the 1980s has not been 
confined to the main financial centres. Many 
investors have prospered in smaller markets, often 
making bigger profits than they would have got in 
‘New York, Tokyo and London. 


‘Under the chairmanship of Rupert Pennant-Rea, 
, Editor of The Economist, world experts and 
practitioners in global investment will address the 
conference on the small or emerging markets of 
' Europe, Asia and Latin America. They will explore 
| the practicalities of investing there, and the risks 
тапа rewards. They will also assess whether these 
markets will provide a useful source of capital for 
developing countries. 












The event will be of particular relevance to fund 
managers, stockbrokers and financial advisers. 
Finance directors of multinational companies with 
locally capitalised subsidiaries, trading houses, 
» development banks and government representatives 
of the countries covered by the various presentations 
will also find the conference of interest. 
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your Swiss Bank | 
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Turn to an old established 
private bank which has the 
backing of Switzerland's 
largest financial institution. 
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CAM. Foreveryone who wants 
to bea big noise in Radio. 


Nigel Walmsley, Managing Director, Capital Radio. 


“A thorough professional grounding can be a vital CAM now examines on behalf of 21 leading 
preparation for everyone entering the constantly institutions and associations (including the AA, AIRC, 
changing and increasingly sophisticated advertising IPR, ISBA, ITCA and NPA) who set each Syllabus 
and marketing industry." on the basis of a broad scope of professional knowl- 

Nigel Walmsley and many other leading edge, leading to a qualification that is 
authorities in the communication industry ( AM relevant, highly regarded, and a real benefit 
seriously considera CAM qualification to bea < in building a successful future in the field 
highly important step to a successful career. You need IL. of communication. 


For further information, call or write to the Registrar, Communication, Advertising and Marketing Foundation, 
(Dept. E), Abford House, 15 Wilton Road, London SW1 INJ. Telephone: 01-828 7506. 
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zerland. But there was nothing funny 
about being based in a high labour-cost 
country when the bottom fell out of the 
market for ships. Unfortunately for 
Sulzer, another leading activity is textile 
machinery, where a revolution is going on 
both in the structure of the industry and 
in the application of electronics to pro- 
duce ever more sophisticated machines. 
Fortunately for Sulzer, its principal busi- 
ness now is plant for heating and air 
conditioning (accounting for over 25% of 
orders, compared with 18% for diesel 
marine engines and 23% for textile ma- 
chinery) where worldwide demand is 
stronger. The low point for Sulzer was in 
1983 when it made a loss of SwFr102m, 
reduced to SwFr18m іп 1984. Last year it 
made a net profit of SwFr42m. 


Calm after the storm 


Three other leading Swiss companies— 
e. Sandoz and Ciba-Geigy—are en- 
joying a period of calm and steady pro- 
gress after upheavals at the start of the 
1980s. Nestlé's management was rocked 
by the boycott of its products that started 
in the mid-1970s in America in protest 
against the effects of third-world mothers 
feeding their babies with dried milk 
mixed with, sadly often polluted, local 
water. The "Nestlé kills babies" cam- 
paign was always over the top, but it did 
shock the company into re-assessing what 
it was all about and, in a curious way, 
drew management together and devel- 
oped a new ésprit de corps. At a practical 
level, Nestlé eventually came up with a 
code of conduct regarding promotion of 
dried milk in third-world countries—only 
ever accounting for 2.5% of sales—which 
eventually will amount to the company 
being squeezed out of the market by less 
scrupulous competitors. But the tonic 

ffect of being assailed by religious and 
BL. groups is probably greater than 
any harm done to the company's sales in 
the boycott countries. In 1980 Nestlé also 
lost a packet in Argentina, which shocked 
the group into realising that it might be 
getting soggy and slack. 

Since 1980, Nestlé, under Mr Helmut 
Maucher, has been getting out of the 
basic commodity end of the processed 
food business and concentrating on pre- 
mium products. Net income has risen 
from SwFr683m in 1980 to SwFr1.7 bil- 
lion last year and sales growth has topped 
10% for several years—no mean achieve- 
ment for a food company. 

Sandoz's upheavals in the early 1980s 
were basically to do with slimming down a 
top-heavy central administration in high- 
cost Switzerland and the installation of a 
trimmer style for running the group's 
worldwide activities. Around that time, 
too, the company got à new managing 
director, Mr Marc Moret, who has led à 
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Sandoz: So Swiss, so foreign 





drive to expand the business in the high- 
added-value areas of chemicals, if neces- 
sary by acquisition in areas where it is 
weak. Sandoz has focused on chemicals 
for building applications—such as fixing 
cement to dry better in tough condi- 
tions—as well as developing its tradition- 
al strengths in pharmaceuticals, which 
still account for some 46% of its sales. 
Ciba-Geigy—Switzerland's second big- 
gest company after Nestlé—has achieved 
a more than fivefold improvement in 
after-tax profits since 1980 to SwFrI.5 
billion last year. The strategy has been to 
squeeze cash out of the mature business- 
es—like dyestuffs. Others, such as self- 
medication (non-prescription) drugs, 
have been assigned the role of developing 
into pillars of the group in the future. 
What has been going on at these three 
companies in the past five years has been 
a stirring from a certain complacency that 
was punctured by the second oil shock 


Maturity 
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and the ensuing recession. Suddenly top 
management realised that even their fine- 
ly tuned machines had to be adjusted if 
they were to keep profits growing, espe- 
cially since much of their production— 
with the exception of Nestlé—is still ex- 
ported from high-cost Switzerland. 

The upheavals are just starting at Hoff- 
mann-La Roche whose problem is how to 
come off Valium and keep its profits 
growing. The extraordinary success of 
that drug generated huge profits for the 
company, but now that its patent life has 
ended, Hoffmann La-Roche can expect 
its sales to fall by some 5% this year, with 
profits probably down by half that 
amount. The company is counting on a 
slight recovery in Valium sales once this 
year is over, as it expects the lookalike 
Valiums to encounter some side-effect 
problems. That may well be, but the truth 
is that Hoffmann La-Roche has to come 
down to earth. A lavish corporate life- 
style and a certain complacency in the 
marketplace have to be replaced by a 
leaner and more aggressive spirit. The 
company is deliberately not counting on 
hopes of finding another wonder drug like 
Valium, though it obviously has high 
hopes for much of its new product line in 
the laboratories at the moment. It is 
concentrating on antibiotics of a new 
kind, dermatological drugs and interfer- 
ons (the drugs that offer some hope for 
handling some kinds of cancers). 

These big companies are all strong 
enough to adjust to changing conditions. 
They may never be more exciting than 
"granny stocks", but they all have the 
international spread and staying power to 
maintain their position in world markets, 
provided they are periodically shaken out 
of their complacency. The ones with 
question marks over their future must be 
Brown, Boveri and Sulzer. But for the 
3,000 small and medium-sized companies 
that account for the bulk of the engineer- 
ing industry, the problems of the future 
are the problems of Switzerland. 


or opting out? 


The Swiss have woken up to the pronen of staying at the top. But can they be 


bothered to do anything about it 


In the early 1970s Switzerland’s engineer- 
ing and metalworking industry employed 
some 370,000 workers. Today it employs 
only 200,000. Those who lost their jobs 
were either migrant workers who had to 
return home or were Swiss who mostly 
found work in the service industries. 
Especially in the past five years, the small 
companies have been upgrading their 
products and introducing more electron- 
ics into them. Switzerland has emerged as 
a centre of excellence on advanced ma- 


chine tools, holding the fourth position in 
world markets through 80 companies em- 
ploying some 14,000 people. Typically 
they have gone from making stand-alone 
machines to producing flexible manufac- 
turing systems incorporating electronic 
software and hardware. At a recent trade 
fair in Hanover, the Swiss machinery 
stands were full of products that did not 
even exist two years earlier. Such was the 
realisation that they were falling behind 
that the Swiss, often taking advantage of 
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the new government support in the eco- 
nomic adjustment programme of 1983, 
set to with a vengeance to spruce up their 
offerings. 

There are several examples of how the 
Swiss have strengthened their position in 


specific markets. In textile machinery, 
. they lead the world with over half of the 


international market. In the high-technol- 
ogy business of machining by electro- 
erosion (for example, for making compli- 
cated parts for aero engines and 
turbines), two Swiss companies—AGIE 
and Charmilles—have between them 
70% of the international market. The 
reason the Swiss are the leading foreign 
supplier of machine tools to Japan, with 
one-third of all imports into that most 
rebarbative of markets, is that they have 
made themselves the leaders in particular 
areas. 

But at the Swiss engineering industry 
association, the VSM, there is a realisation 
that from now on even the smallish Swiss 
companies are going to have to gain most 
of their growth by expanding production 
overseas. Swiss production will always be 
limited by the lack of skilled manpower. 
In the companies making use of advanced 
computing today you hear the same com- 
plaint throughout Switzerland: they can- 
not get the computer programmers they 
need, and they send scouting parties 
overseas to lure in foreigners from as far 
as India and Israel before starting to 
lobby for work permits for the key staff 
they find. 


Circular debate 


The Swiss labour force is shrinking, and 
periodically the country indulges in a 
circular debate about whether its eco- 
nomic future lies in being a financial 
centre (finanzplatz) or a production cen- 
tre (werkplatz). as if both were not work 
and as if both were not interdependent. 
But, by sticking to its tight immigration 
policies (which have kept down unem- 
ployment in the past), there is also a real 
danger that Switzerland is eschewing op- 
portunities for economic growth. Nor has 


_ {һе use of marginal foreign labour— 


which can be turned on and off like a 
tap—done much for productivity. The 
OECD recently pointed out how produc- 
tivity growth in Switzerland had averaged 
only 1% a year between 1973 and 1985, 
compared with 2% elsewhere in Western 
Europe. Partly, of course, that is compen- 
sated for by the high absolute levels 
already achieved in Switzerland, but it is 
nonetheless a disquieting statistic. Only 
Switzerland's low growth in nominal 
wages has enabled the Swiss to maintain 
their competitiveness. Over the same pe- 
riod, Switzerland's share by volume of 
world export markets fell, though im- 
provements in the terms of trade held it 
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Should we just cultivate our garden? 


up by value. 

On the service side, it is clear that 
Switzerland is going to be pushed towards 
the sidelines by the creation of not only 
the central global axis of New York- 
Tokyo-London but also by the growth of 
new second-rank financial centres. The 
big attraction of Zurich and Geneva will 
be the usually strong currency and the 
discretion that hides fortunes from prying 
taxmen and criminal investigators. But 
other offshore financial centres are in- 
creasingly offering the same doubtful 
privileges. 

Switzerland also enjoys high revenues 
from foreign tourists, who spent nearly 
SwFr10 billion on Swiss holidays last 
year. Net earnings in tourism (after de- 
ducting Swiss travel abroad) run at 
around SwFr3 billion. The number of 
tourists has been staying steady at around 
7.5m a year. Somewhat surprisingly, most 
of the tourists come in the summer for the 
lakes and the mountain walks; skiiers 
account for barely a third of the total. But 
the Swiss have never gone for the mass 
market in ski holidays, with the sort of 
purpose-built holiday resorts that the 
French favour. Even if developers want- 
ed to do that, the strong Swiss environ- 
mental lobby and the general conserva- 
tism of the people who want to keep 
Switzerland from — over-development 
would put a stop to it. As it is, anyone 
wanting to build new ski lifts or cable cars 
has a struggle on his hands. Here again 
the Swiss do not want development to 
disturb the even tenor of their lives. 

Probably for that reason, the Swiss are 
increasingly concerned that economic 
events are slipping quietly out of their 
control. The financial revolution on a 
world scale that threatens the Swiss role 
as a main banking centre is perhaps the 
most striking example. But the fact that 
the new industries that will produce eco- 
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nomic growth will require large, long- 
term investments in important new tech- 
nology is another. Many Swiss fear that 
the country’s spending on R&D is essen- 
tially devoted to upgrading the products 
and processes of the past—maintaining 
excellence in worthy traditional sectors 
rather than exploring completely new 
areas as in America or Japan. Outside 
chemicals and pharmaceuticals, Switzer- 
land spends little on the sort of basic 
research and development that is increas- 
ingly important to growing industries. Of 
the money that is spent, most comes from 
private industry. That may sound fine and 
consistent with the country’s free-market 
principles, but there are fears that it 
might never be enough to keep Switzer- 
land in the first division. 

Some private businessmen want the 
government to do more—without them 
having to bear the cost, of course. Th 
reality of the government having to inter 
vene to save the watch industry has shak- 
en some of the complacency about the 
hands-off Swiss way of doing things. The 
result could be increasing calls for state 
spending to stimulate industry. So far 
most of the government encroachment 
upon the workings of the economy has 
been negative: political action to curb 
resort to cheap migrant workers, controls 
on industrial development that threat- 
ened the precious Swiss environment. 
But one form of intervention might breed 
demand for others. The Swiss could end 
up as social democratic as the rest of 
Europe, without any economic gains in 
the process. 


Out of the mainstream? 


All this is disturbing at a time when Swiss 
companies have had to look to their 
laurels in any case. Swiss manufacturing 
has shaken itself up a great deal in rece 
years, but there again the trend is toward 
even more production outside the coun- 
try. If that coincides with a decline in 
financial services, the strains might start 
to show by the mid-1990s. So, there are 
small clouds in an otherwise azure sky in 
the world’s richest industrial economy. 

Switzerland does give the impression of 
a country which is drifting away from the 
mainstream of new developments in in- 
dustrial and service economies: the 
growth of venture capitalism and ad- 
vanced communications businesses. If the 
Swiss—and they are trying hard to create 
an electronics Silicon valley around Neu- 
chatel, using the skilled, precise hands of 
former watchmakers—cannot become 
part of the entrepreneurial and electronic 
revolutions that are sweeping the world, 
their leading position will be lost. They 
will have to think twice about continuing 
to hang the notice "Please Do Not Dis- 
turb" on their door. 
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Nestlé— 
The food people who care 
about people's food. 


Dietary and nutritional needs may vary 
from one ethnic group to another. Traditional 
eating habits change slowly. 

To understand how needs can be met, how 
tastes can change, the Nestlé Company has 
invested heavily in food research and the 
development of food technology. 

Nestlé helps to protect the high quality of 
raw materials and transforms these materials 
into fine quality foods. 

Information on the world's local food- 
stuffs and eating habits is collected and 
analysed at the Nestlé Research Centre in 
Switzerland and this knowledge helps Nestlé 
to raise food standards every where. 





= A 
Neste, invests today 
to help ensure food for tomorrow. 
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The gold price passed the $400-an- 
ounce mark to reach its highest level 
for over two years. Platinum 
approached $650, only partly because 
of growing worries over South Africa. 
Simultaneously, South Africa’s own 
stockmarket hit an all-time high. 


Standard & Poor's, the American 
credit-rating agency, is considering a 
lower rating for $23 billion of General 
Motors' debt. 


Britain's Treasury borrowed $4 
billion to top-up its reserves of 
foreign currency. Its 10-year floating- 
rate note was the largest single issue 

‚ the Eurobond market has ever seen. 


National Westminster Bank's 
Japanese affiliate got a securities 
licence in Japan. NatWest is the first 
British bank to have both banking 
and securities concerns there. 
Japan's Nomura Securities at last 
got a licence to take deposits in 
London. In return? 


Troubled Canadian oil producer 


uk ‘Dome Petroleum asked holders of 


eight public issues of unsecured debt 


- | to waive interest and principal 


payments until next year. Dome said 
that failure to reschedule its C$6 
billion debt could result in liquidation. 


SunTrust Banks is taking over Third 
National Corporation, Tennessee's 
second biggest banking group, for 
$747m. The new group will have 


Corporate scorecard 


assets of $24 billion. 


France appointed new managers to 
head its nationalised coal industry 
and state-owned steel companies. 
Francis Mer is the new boss of steel 
groups Usinor and Sacilor; Bernard 
Pache is top dog for the coal 
industry. 


‘Sales of business microcomputers 


in Western Europe 








1980 в 

Source: Romtec 

On a day when IBM took steps to 
combat ‘‘clone’’ makers in the 
American market, Amstrad launched 


гап assault on Europe's IBM- 


compatible personal-computer 
market. iBM unveiled an updated, 
lower-cost version of its top-of-the- 
range business PC. Amstrad plans to 
conquer the less expensive end of 
the European market with a range of 
cut-price PC workalikes. 


Britain's Monopolies and Mergers 
Commission said the planned £1.8 
billion acquisition of Allied-Lyons by 
Australian company Elders ixt would 


not be against the public interest. 
Allied-Lyons may be harder to 
swallow, however, if its C$2.6 billion 
bid for the drinks division of 
Canada's Hiram Walker Resources 
goes through. 


Peat, Marwick, Mitchell and KMG 
(Kleinveld Main Goerdeler) are 
merging to form the world's biggest 
accountancy firm. The new venture 
expects to collect annual fees of $2.7 
billion. 


Prudential Corporation's South 
African subsidiary, Prudential 
Assurance Company of South Africa, 
is merging with Liberty Life 
Association of Africa. The new group 
will have assets of R11 billion. 


An attempted computer fraud 
involving $8.5m in Eurobonds was 
blocked by British police. A former 
employee of Prudential-Bache was 
charged in connection with the 
unauthorised transfer of securities 
from the American investment bank's 
London office to a Swiss bank 
account. 


Spain made a formal request for 
admission to the so-called Group of 
Ten. The request will be discussed at. 
the imF-World Bank meeting.in 
Washington later this: month. 
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Economic and financial indicators : 
are on pages 91-92. 
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Acom | The British microcomputer company showed an operating profit. 
for the fitst time since its rescue by Olivetti last year. ; 
The Italian financial holding company performed steadily: in as 
first year as a public concern. 


Japan's specialist steel producer said that demand for its 
products was hit especially hard by the rising yen. 


Recent acquisition, White Consolidated, helped boost sales for 
the Swedish home appliance group. 


The British tinancial-services group's first-half gain suffered from 
the default of a Japanese customer earlier this year. 


Much improved first-half profits should give the Italian chemicals 
group's bid for Fermenta a boost. 


+40 Тһе Norwegian computer concern said that increased foreign 
orders were responsible for S impressive first-half performance. 


A 5596 fall in plantation profits help helps to explain the diversified 
Malaysian group's poor pertormance. 
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Can Sugar sweet-talk 
America's computer buffs? 


A British David and an American Goliath 
have declared war on personal-computer 
prices. In London, Mr Alan Sugar's Am- 
strad has launched a range of IBM-com- 
patible computers costing £399-799 ($600- 
200)—about one-third of the price of 
BM's own machines. In the United 
States, IBM has launched a new top-of- 
the-line personal computer priced at 
$3,995, about 25% lower than its prede- 
cessor. With prices under attack upmar- 
ket and downmarket, more companies 
will now be drawn into the fray. 

Price wars will shake up markets for 
both computers and software. Ironically, 
it is IBM's early domination of the person- 


al-computer market which sparked to- ` 


day's outbreak of competition. Five years 
ago, its PC (using Intel's 8088 micro- 
processor and Microsoft's DOS operating 
system) set the standards for business 


computers. In the early days, this assured 
IBM of about half the business personal- 
computer market. Since then, competi- 
tors have learned to make machines that 
will run the same programs as IBM's 
machines can, but faster and for less 
money. Such "clones" have so far cut 
IBM's share of the market (still falling) to 
one-third. 

Amstrad's machine is the most auda- 
cious and technically impressive clone so 
far. It uses Intel's 8086 chip, which is 
roughly twice as fast as the IBM PC's 8088. 
Top-of-the-range models include a hard- 
disk drive, an option which Mr Sugar 
reckons will lure business customers who 
need to store large amounts of data. But 
the best thing about the Amstrad PC1512 is 
its price: it deeply undercuts the prices 
even of the Taiwanese and other clones 
now undercutting IBM. 


Those dear little chips 


While personal-computer prices come 
down, the price of the semiconductor 
chips that go into the computers is edg- 
ing up. The blame for this rests squarely 
on July’s market-sharing and price-rig- 
ging agreement between America and 
Japan. Some 10% of the cost of a 
personal computer is attributable to the 
chips it contains, and the latest rise in 
chip prices follows an across-the-board 
increase of nearly 10% in the average 
cost of all chips since the beginning of 
1986. That compares with a fall in prices 
of nearly 50% in 1985. 

The agreement sets minimum prices 
for some chips. The prices are related to 
the cost structure of the manufacturer 


and so differ considerably from firm to, 


firm. For one kind of chip, Fujitsu now 
has to sell its wares at more than three 
times the price of those of its rival, NEC. 
It is still possible to buy a 256k D-RAM 
memory chip (the industry's best seller 
and the product where competition is 
fiercest) for the low price of $2.40 be- 
cause the agreement is not retroactive. 
Deals made before August Ist can go 
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ahead at their agreed price—and some of 
these are for chips which will not be 
delivered until 1987. 

New deals will cost more. Micron 
Technology, America's lowest-cost D. 
RAM maker, is quoting prices of more 
than $3 for chips three months hence, 
while Texas Instruments’ price is over 
$5. Under the  American-Japanese 


Semiconductor prices 








Aggressively from Amstrad 


Mr Sugar hopes to sell about 300,000 of 
his South Korean-made machines by 
Christmas; and 800,000 by September 
1987. Most of the early sales would be in 
Europe. Amstrad has a strong sales net- 


agreement, the average price for the 
chips will become about $5.75, and the 
price for EPROMs (erasable, programma- 
ble, read-only memories, the only other 
chip with specific price controls), has 
already started the climb towards the $9- 
or-so-average it is expected to reach. 

In mid-October, America's Depart- 
ment of Commerce is to review the 
prices set under the agreement. Fujitsu 
has already complained that the figures 
used to calculate its costs are out of date. 
The stronger yen will tend to push al- 
lowed dollar prices upwards, though 
some Japanese жаг cp say cost-cutting 
at their factories will balance that. 

Higher prices will not necessarily 
mean larger profits for America's chip- 
makers. The Semiconductor Industry 
Association's bellwether "book-to-bill" 
ratio, which has been higher than one all 
year (meaning that new orders were 
coming in faster than chips were going 
out) dipped to 0.97 in July, and is 
expected to have been even lower in 
August. The winners are likely tó be 
companies not covered by the cartel— 
principally European manufacturers and 
à handful in South Korea. Samsung, a 
Korean company, is still selling D-RAMs 
for under $2. 
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work there, and a reputation for low- 
priced quality gained from booming sales 
of its inexpensive word processer. Backed 
by £12.5m of advertising, the betting is 
that Amstrad will succeed in Europe. But 
the big prize is America. 

By early 1987, Mr Sugar hopes to 
expand American sales to 50,000-60,000 
machines a month—roughly half his total 
output. His biggest outlet will be Sears, 
Roebuck. Sears got off to a slow start 
with Amstrad's word processer in Ameri- 
ca, although the company says sales of it 
are now improving. America is a much 
tougher challenge than Europe. More 
vigorous discounting of personal comput- 
ers means that most machines usually sell 
for 25-4095 less in America than in 
Europe. 

PC Magazine reckons that at least a 
dozen companies already offer personal 
computers in America for less than 
$600—although, unlike Amstrad's ma- 
chine, most of these are not fully 
equipped. Given the white-hot competi- 
tion in America's personal-computer 
market, where yearly sales are roughly a 
third more than the $3.2 billion Western 
Europe chalked up in 1985, Amstrad's 
initial advantage could soon fade. 

American computer markets are now 


ІВМ XT microcomputer Official US retail prices 
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waiting for IBM to finish the job it began 
with this week's announcement of the PC 
XT Model 286. This machine should help 
fight back against the upmarket clones 
which have been cutting into IBM's share 
of the market for computers that use the 
big brother of Intel's 8086, the high- 
performance 80286 chip. 

What will IBM do with the rest of its 
product line? Rumours abound. One says 
that the company is about to unveil a 
"clone-killer" computer whose price will 
rival Amstrad's; another, that IBM is 
thinking of pulling out of the cheap end of 
the personal-computer market altogeth- 
er. As always, IBM maintains Olympian 
silence. 

Software houses care less who wins the 
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Pinched 


Japanese analysts are exhausting their 
calculators as they lower their forecasts 
for companies' profits. Corporate profits 
in Japan are now expected to fall by 20% 
in the fiscal year to March 31 1987. 

Small exporters bore the brunt first 
when the yen's appreciation against the 
dollar cut export earnings. Exports were 
20% lower in July in yen terms than a 
year earlier, though only 1% lower by 
volume. But now big companies—whose 
products are international household 
names—are beginning to feel the pinch 
as well. 

Analysts are priming investors that 
Nissan, Japan's second biggest carmak- 
er, is likely to report the hitherto unre- 
portable: an operating loss. There will be 
no deficit at the net level, however, 
because, like other big Japanese firms, 
Nissan has enough earnings from its 
financial assets to see it through these 
lean times. 

Toyota, the biggest carmaker, has al- 
ready reported a 17% drop in net profits 
for the 12 months to June. Another fall, 
of 15%, is forecast for its next financial 
year. Much depends on the future pro- 
gress of the yen. Toyota reckons its 
revenues fall by Y6 billion ($39m) for 
every yen that the Japanese currency 
rises against the American dollar. 

The table shows how the pain is being 
spread among big firms. (The retailer 
Daiei had some exceptional items last 
year to put it so far out of line.) The pain 
may already be enough to have turned 
the Japanese to drink. Kirin Brewery is 
one of the few big Japanese companies 
whose profits look set to rise. 


computer-price wars than at what price 
they win it. Amstrad has brought many 
face-to-face with a nasty truth: people 
paying $600 for a computer are unlikely 
to pay $300 for each program that is to 
run on it. 

For some companies, that is a blessing. 
California’s Borland International, for 
example, made its fortune on low-cost 
software. "Reflex", Borland’s database 
program, will be distributed by Amstrad 
for the РС1512. Digital Research—which is 
supplying the easy-to-use GEM operating 
environment for the Amstrad PC—also 
has much to gain. The more GEM-based 
systems are sold, the greater the potential 
market for the graphics and other applica- 
tions programs which run under GEM. 

For companies like Microsoft and Mi- 
cropro, the advent of cheap computers 
presents as many dangers as opportuni- 
ties. Much of their profits comes from 
$300 programs. In order to protect up- 
market revenues and still tap the growth 
downmarket, these firms are splitting 
their product lines into two tiers. Micro- 


Japanese company performance 
Yearend Sales — Melintome — "échange 
en ү in net income 
lion) billion) in next 
financial year" 
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pro is offering a £69.95 version of its 
"Wordstar" word processer for the Am- 
strad computer. In Britain, Microsoft 
offer similarly priced versions of i 
"Word" word processer and “Multiplan” 
spreadsheet. 

Although the low-cost programs lack 
many of the features of their more expen- 
sive counterparts, Microsoft promises to 
allow buyers to credit the price against 
the more sophisticated version—a novel 
way of selling which, if it works in Britain, 
could soon land in America. 


French steel 


Mer entre deux 





PARIS 


Spare a kind thought for Mr Francis Mer, 
an expert at building canals and the 
former boss of the medium-sized engi- 
neering company Pont-à-Mousson. The 
French government has just made him 
boss of not one but two giant loss-making 
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state-owned steel groups. As head of 
Sacilor and Usinor, which together pro- 
duced virtually all of the 18.8m tonnes of 
steel made in France last year, Mr Mer 
will be judged on how well he manages 
their near-certain decline. 

The two groups have made a total loss 
of FFr54 billion since 1980. Last year's 
combined loss of FFr8.9 billion ($990m) 
was an improvement on the woeful 
FFr15.5 billion for 1984 but further losses 
seem likely. The two will probably cost 
the French taxpayer another FFr30 bil- 
lion in the three years 1985-87, much of it 
to cover the cost of redundancy payments 
and retraining. 

Before picking Mr Mer, the govern- 
ment offered his ticklish job to Mr Jean 
Gandois, who had brought recovery to a 
Belgian steel company, He turned the 
double steel chair down and instead got 

he job of running Péchiney, France's 
eading aluminium maker. But Mr Gan- 
dois has told the government what he 
thinks ought to be done with France's 
steel industry: more sackings to bring the 
number of people making steel in France 
down from roughly 75,000 today to 


Jumbo jets 


50,000 by 1990, and a cut in production to 
about 16m tonnes a year over the same 
period. 

How far does the appointment of a 
single head for both Sacilor and Usinor 
mean that the conservative government 
has accepted the Socialist plan for merg- 
ing the two to make a single company, 
Sidérurgie de France? Co-ordination of 
the two companies is already quite far 
advanced. Sacilor now monopolises pro- 
duction of pipes, girders and other long 
steel products. Through its subsidiary, 
Sollac, Sacilor shares with Usinor the 
ownership and management of the big 
flat-steel works at Fos on the Mediterra- 
nean coast near Marseilles. 

France's big carmakers resisted Social- 
ist plans to combine Usinor's and Saci- 
lor's other flat-steel operations. Renault 
and Peugeot did not want to face a single 
mammoth supplier. And Mr Mer himself 
thinks that a combined Sacilor-Usinor 
employing 110,000 people (many of them 
in non-steel jobs) would be unmanage- 
able. However, he has a clear brief from 
the government to avoid, where he can, 
wasteful duplication. 


h————  ————Ó— —À—L————————« —————— 


Formation flying? 


The pride of Europe's and America's 
commercial aircraft makers were to be 
seen at Britain's Farnborough air show 
circling one another, firing off bursts of 
innuendo, denial and brave assertion. 
The main dogfight—between Airbus In- 
dustrie and McDonnell Douglas, with 
mighty Boeing watching guardedly from 
on high—is for big stakes: a share in the 
.$250 billion market for the next genera- 

ion of passenger jets that the world’s 

- airlines will need to buy before the centu- 
ry is out. 

All three participants know that there 
is room for at most two manufacturers in 
the market for jumbo jets. And while 
Boeing flies from strength to strength, 
Airbus and McDonnell Douglas do not. 
These two smaller contenders recognise 
that it would be suicide to stage a rerun of 
the bloody battle of the early 1970s— 
when Lockheed, with its TriStar, and 
Douglas, with its DC-10, shot each other to 
pieces. This time the two are looking for a 
chance to fly in formation. 

They may not find one. Neither Airbus 
nor McDonnell Douglas can afford to 
surrender the lead it thinks it has. Both 
have blueprints for airliners they would 
like to introduce in the early 1990s, capa- 
ble of carrying around 260-320 passengers 
over distances of more than 7,000 miles. 
That.is knocking at the gate of jumbo 
territory. 
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Airlines are keen to see a bit of compe- 
tition at the top end of the market—a 
segment that analysts reckon could alone 
be worth $100 billion in sales over the 
next 14 years. There is a widespread 
feeling that Boeing pads the prices of its 
big jets in order to cross-subsidise its 
shorter-haul 737, 757 and 767 airliners, 








The Airbus that McDonnell Douglas would like to ground 


WORLD BUSINESS 


which have to compete against McDon- 
nell Douglas's MD-80 family and Airbus's 
A300/A310 (and soon its A320, too). 

McDonnell Douglas's jumbo challeng- 
er is a stretched and tarted up version of 
its DC-10, called the MD-11, which it has 
been promising to launch “imminently” 
for a couple of years. Like its unhappy 
predecessor, the MD-11 will have three 
engines and is likely to cost more than 
$700m to develop. The company says it 
needs at least 20 orders for MD-11s from 
two airlines before it will commit itself to 
start building the aircraft. It now has 
letters of intent for seven aircraft from 
three airlines, with three more sales ex- 
pected shortly. At Farnborough, McDon- 
nell Douglas raised the stakes with the 
announcement of a family of мр-11 and 
predicted a go-ahead for the programme 
in late October. 

Everybody at McDonnell Douglas 
would sleep easier if Europe's four-nation 
consortium ditched its A340 project and 
joined the MD-11 instead. To tempt Airbus 
to do so, McDonnell Douglas has offered 
to adopt Airbus's sophisticated wing 
structure for future versions of the MD-11. 
But it is no longer so keen on having 
others participate in work on the MD-11 
direct. Instead, McDonnell Douglas is 
now hinting that, in exchange for Airbus 
dropping its A340, it would concede design 
leadership to the European aircraft man- 
ufacturer in a joint venture to launch a 
sister aircraft for shorter, denser routes. 

The Europeans have not dismissed the 
offer out of hand. It could help defuse the 
potentially explosive issue in Congress 
over the $7 billion or so of GATT-busting 
subsidies paid by the French, West Ger- 
man, British and Spanish governments to 
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WORLD BUSINESS 


Airbus Industrie. And a link-up with 
McDonnell Douglas would give Airbus a 
much better means for cracking open the 
notóriously protective American market 
for big commercial jets. The sticking 
point, however, is engineering. Airbus 
has designed its four-engined A340 togeth- 
er with its two-engined A330 sister aircraft 
as a package; both share the same basic 
wing design as well as numerous other 
components. For Airbus, one without the 
other makes little financial sense. 

Airbus Industrie's chairman, Mr Jean 
Pierson, swears the A340 was planned on 
the assumption that the MD-11 would also 
be in the market—and that both would be 
trying to take sales away from the Boeing 
747. He is lobbying his shareholders (ie, 
the governments behind Airbus's indus- 
trial partners) for $2.5 billion to launch 
the A330/A340 programme early next year. 
Officials in Bonn have been the most 
receptive. Messerschmitt-Bólkow-Blohm 
(MBB) has a 37.9% stake in Airbus, and 
Lufthansa is keen on the A340; Bonn is 
offering $100m to help get the two-air- 
craft programme started next year. The 
French government is expected to pay for 
Aerospatiale's 37.9% contribution to the 
A330/A340's development costs. The other 
partners are British Aerospace, with 
20% , and CASA of Spain, with 4.2%. 

Mr Pierson's biggest headache will be 
in London. British Aerospace will go cap 
in hand to the government this autumn to 
help it meet the $750m it needs for 
developing the clever new wing for the 
A330/A340. It moans that, compared with 
its continental partners, it is hard done 
by. Sir Austin Pearce, British Aero- 
space's chairman, wants the government 
to put up 85-90%—comparable to the 
handout MBB gets (in soft loans) from the 
West German government. He is unlikely 
to get it. Mr Geoffrey Pattie, the minister 
for aerospace at the Department of Trade 
and Industry, has been hinting that the 
most the company is likely to get is 
50%—unless, that is, it can persuade its 
Airbus partners to do a deal with McDon- 
nell Douglas and thereby get itself firmly 
entrenched in the American market. 


Spanish tourism 


Off the beach and 
into the Jacuzzi 


MADRID 


Even though American big spenders holi- 
dayed at home this year, Spain's tourism 
receipts in the first six months (at $4.6 
billion) were 48% up on the same period 
in 1985. But its tourist industry is worried. 
In the first seven months of 1986, there 
were 24m visitors to Spain, only 7.4% 
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Spain has ways of making them spend 
more than a year earlier. Most of this 
year's increase in tourism receipts came 
from higher prices, not from more spend- 
ers. Spain's days as a cheap holiday 
destination for jumbo-loads of northern 
Europeans seem to be numbered. 

Labour costs have been rising rapidly, 
and restaurant and hotel prices with 
them. In the three months to the end of 
April, wages increased at an annual rate 
of 13.2%; in the year to July, consumer 
prices rose by 9.3%—both high figures by 
present European standards. Food prices 
have increased even more sharply, while 
the peseta's trade-weighted exchange rate 
has remained steady. Value-added tax 
was introduced on January 1st as a condi- 
tion of Spain's entry into the EEC. It 
ranges from 6% to 30% for the sort of 
things tourists spend most of their money 

„ on—eg, on a week's car hire, VAT is 30%. 

Mr Ignacio Fuejo, the junior minister 
in charge of tourism, says he wants to 
keep Spain as a cheap and cheerful pack- 
age-tour destination for as long as possi- 
ble. However, both he and the govern- 
ment realise that it is time to sell Spain as 
a more sophisticated destination and to 
offer lower-income tourists more than 
cheap wine and three square yards of less- 
than-golden sand. This year, for the first 
time, the government has spent money on 
cleaning up polluted beaches in the most 
popular resorts. 

Spain wants to spread tourism over a 
longer period—from May to October—to 
reduce the crush of visitors in July and 
August. A big effort is being made to lure 
tourists away from the coast and into the 
interior. Last month, RENFE, the state- 
owned railways, launched the "tourist 
ticket", a belated Spanish version ôf the 
Europass, which can be used on any train 
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journey for a fixed period of time and at a 
fixed price. To attract the more discern- 
ing upmarket visitor into the interior, the 
railways are introducing special trains 
that serve regional foods and wines and 
make excursions to cities of historic inter- 
est: such as the walled city of Avila or the 
summer palace of Aranjuez on the Tajo 
river near Madrid. RENFE has renovated a 
1920s train, the Al Andalus express, 
which now meanders through Granada, 
Malaga, Jerez, Cordoba and Seville on a 
five-day journey (at $1,685 per passen- 












Still raining tourists 


Where they come from: (1985 total: 12-4m) 
(Foreign travellers to hotels) 


US and Canada 1:2т 
France 13m | Benelux 08m 

United Kingdom 2-8m Scandinavia 0-5m 

W. Germany 2-5m | | Other 33m 
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Source: Spanish Tourist Otfice 
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New Issue 


65,550,000 Shares 
SR The Global Yield Fund, Inc. 


Common Stock 


Price $10 Per Share 


Ail. of these securities having been sold, this announcement appears as a matter of record only. 


Prudential-Bache 
Secunties 
Bear, Stearns & Co. inc. Тһе First Boston Corporation Alex. Brown & Sons Donaldson, Lufkin & Jenrette Drexel Burnham Lambert 
incorporated Securities Corporation incorporated: 
A. G. Edwards & Sons, Inc. Hambrecht & Quist Kidder, Peabody & Co. Lazard Fréres & Co. Morgan Staniey & Co. 
incorporated Incorporated bret prorated 

PaineWebber er L. F. Rothschild, Unterberg, Towbin, Inc. Salomon Brothers Inc 

берга 
Shearson Lehman Brothers inc. Smith Barney, | Harris Upham & Co. Thomson McKinnon Securities Inc. 

otporat 5 » 

Allen & Company Oppenheimer & Co., Inc. ABD Securities Corporation Advest, Inc. Arnhold and S. Bleichroeder, inc. 
Robert W. Baird & Co. Bateman Eichler, Hill Richards Biunt Ellis & Loewi Boettcher & Company, inc. J. C. Bradford & Co. 

AEE OAE dncorgoratuet incoraorgted Ingoeporatent 
Butcher & Singer Inc. Cable, Howse & Ragen Cazenove inc. Cowen & Co. Crowell, Weedon & Co. Dain Bosworth 
Daiwa Securities America inc. EberstadtFieminginc. — Eppler, Guerin & Turner, Inc. Fahnestock &Co.inc. — First Albany Corporation 
First of Michigan Corporation Furman Selz Magert Dietz & Birney Gruntal & Co., Incorporated Hanifen, Imhoff inc. 
J. J. B. Hilliard, W. L. Lyons, inc, Interstate Securities Corporation Janney Montgomery Scott inc. Johnson, Lane, Space, Smith & Co. Inc. 
Josephthal & Co. Kleinwort Benson Ladenburg, Thalmann & Co. Inc. Legg Mason Wood Walker McDonald & Company 

patates incorporata Mweorporated Securities, ine. 
McLeod Young Weir Incorporated Morgan Keegan & Company, inc. Moseley Securities Corporation Neuberger & Berman 
The Nikko ' Securities Co. Nomura Securities International, inc. The Ohio Company Piper, Jatiray & t Hopwood 
Prescott, Ball & Turben, Inc. Rauscher Pierce Refsnes, Inc. Raymond, James & Associates, inc. 
Richardson Greenshields Securities Inc. The Robinson-Humphrey Company, Inc. Rotan Mosie Inc. Rothschild inc. 
Seidler Amdec Securities Inc. Sogen Securities Corporation Stephens Inc. Stifel, Nicolaus a Company 
Sutro 2 & Со. Swiss Bank Corporation International Securities Inc. Tucker, Anthony & R. L. Day, Inc. Underwood, } Neuhaus &Co. 
Wheat, First Securities, Inc. Wood Gundy Corp. Yamaicht international (America), Inc. 
Birr, Wilson Securities, inc. Carolina Securities Corporation The Chicago Corporation D. A. Davidson & Co. 
R. G. Dickinson & Co. Оон & Со.,іпс, | Gabelli & Company, Inc. Howard, Weil, Labouisse, Friedrichs Jefferies & Company, inc. 
Johnston, Lemon & Co. Laidlaw Adams & Peck inc. The Milwaukee Company Morgan, Olmstead, Kennedy & Gardner 
Rodman & Renshaw, inc. Wedbush, Noble, Cooke, inc. William K. Woodrut & Company 
Anderson & Strudwick Baker, Watts & Co. George K. Baum & Company Branch, Cabell and Company . Brean Murray, Foster Securities Inc. 
Brown, Geary & Mcinnes . Alan Bush Brokerage Company Craigie Incorporated Cunningham, Schmertz & Co. inc. Evans & Co. 


First Equity Corporation The їшпов Compan investment Corporation of Virginia Jesup & Lamont Securities Co., Inc. 
Moore & Schley Capital Corporation New Japan Securities International Inc. W. Н. Newbold's Son & Co., Inc. Newhard, Cook & Co. 
Nippon Kangyo Kakumaru International, inc. Parker/Hunter B Raffensperger, Hughes & Co. R. Rowland & Co. 
Sanyo Securities America inc. Scott а Stringfeliow, inc. LM. Simon & Co., Inc. Smith, Moore & Co. Southwest Securities, Inc. 
Sperber Adams & Company Swergold, Chefitz & Sinsabaugh. inc. Edward A. Viner & Co., Inc. Whale Securities Corp. 
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_ PARIBAS CONCORDE TRUST LIMITED _. 


has placed 
£125,000,000 


in Debenture Stock and Equity 
with a group of U.K. financial institutions including 
Poslel Investment Management Ltd., 
as agents for S 
the Post Office and British Telecommunications Employee Pension Funds 


Placed by | 
Banque Paribas, London Branch James Capel & Co. 


Proceeds will be employed in market arbitrage activities in the U.S. 
The transaction and associated currency swap of 


$188,000,000 


was initiated and arranged by 










Economic growth in the world's big 
industrial countries has hesitated this 
year. Governments have had to ask 
themselves whether to respond by boost- 
ing demand and, if so, how. The table 
offers some guidelines, and follows them 
through for America, Britain, Japan and 
West Germany. 

If a government can answer yes to the 
first of the questions in the top half of the 
table (and, ideally, to some of the others 
as well), it should consider expanding 
aggregate demand. If it passes that test, 
it moves on to the second half of the 
table to find out how. 

Note, first, the lines that have been 
deliberately left out of the table. The 
level of growth of real output is not 
there, nor is unemployment. The lesson 
of the 1970s is that governments cannot 
hit targets for real economic variables; 
all they can do is influence demand—a 
nominal variable best measured by mon- 
еу-Срр. It would be a dangerous mistake 
to increase demand in the hope of in- 
creasing output. In many economies, 
especially in Europe, the evidence is that 
a boost in demand feeds quickly through 
to inflation. The task for governments is 
to keep the growth of demand steady. 

The first and most important thing for 
the would-be reflater to look at, there- 
fore, is the growth in money-GDP (the 
sum of the growth in output and the 
underlying inflation rate). Growth of 6% 
seems a reasonable benchmark; it leaves 
room for output growth of around 3-495 
and inflation of around 2-3%. Over the 
past year, only Britain of the four coun- 
tries has seen money-GDP grow faster 





























ger). The train is equipped with jacuzzis, 
à discotheque and a chef who used to 
Н 
k for General Franco. 
Fuejo's department is promoting 
quality tourism in depressed Spanish re- 
gions: with the threefold aim of luring 
tourists away from the coast, stimulating 
local development and drawing on EEC 
regional funds. The first such scheme in 
his portfolio, Taramundi, was inaugurat- 
ed in August in a part of Asturias, near 
Roman remains, where cows are still 
milked by hand. 
. The department of tourism is also pro- 
‘viding private investors—both Spanish 
гапа foreign —with soft loans, not to build 
new cheap hotels as in the past, but to 
improve existing ones with golf courses, 
saunas, swimming pools and, above all, 
better access roads, This year, the depart- 
ment is spending $11m on improving the 
state-owned Paradores, an unusual chain 
of 88 hotels in converted medieval for- 
tresses, castles and convents. A night in 
them. is a far cry from fish and chips in 
Benidorm. 




















An ABC for reflation | 





Who's due to reflate . . . 


Indicators US Јарап WGermany UK 
eee GDP 54t 48 47 78 
856 ? yes m 
+ Votes for refistion B $ 5 L] 
Change in trade- 
weighted exchange rate 
On year ago -Q4 +37 318 — -131 
Increase of more than ; 
15%? yes no no 
Votes for refiation § 2 L] 0 
: Inflation rate, 
[peor pioa А 322 -7 -3.4 +44 
ana year ys 
Votes forrelsion S T 1 " t 
Current-account 
peas (0) К -837 +197 +0M18.42 +£0.49 
Ning Surplus? no yes yes ne 
Woes en a 2 2 0 
Total votes tor reflation $ 0 ë 1 
.». andhow 
с Wide monetary growth" 79 85 83 193 
Finale dud yes no no № 
Change in 
as of GOP"" + E -05 ~05 
Tighter fiscal stance? m yes yes yes 
Verdict Puer — Ease Fase Hang 
monetary — fiscal fiscal it 
policy policy роу — there 


"12 month rate, latest; **1985 over 1984, adiusted tor inflation and the 
business cycle. (Plus means bigger deficit); TGNP talest quarter 


than 6%. America, Japan and West 
Germany have all seen slower growth in 
demand. That gives each of them five 
votes for reflation. 

Next, check the condition of the coun- 
tries’ trade-weighted exchange rates. Re- 
flation could send a country's exchange 
rate tumbling (and inflation rising) if it is 
already under pressure. The table asserts 


exchange rate over the past year is 
enough to balance that risk. Only Japan 
has seen its currency rise by more. It 
picks up two extra votes for reflation. 

Then, look at inflation—an interloper 
since money-GDP has implicitly taken it 
into account already. But the risks of 
reflation are much greater—and judged 
by financial markets to be so—if infla- 
tion is rising rather than falling. To 
reflect this, the table gives inflation one 
extra vote in its own right. 

The last indicator is the current-ac- 
count surplus (or deficit). The simplest 
test is whether it is bigger or smaller than 
a year before. The logic here is the same 
as for inflation and the exchange-rate: a 
deepening deficit makes reflation riski- 
er. Japan and West Germany have grow- 
ing surpluses. They collect two more 
votes for reflation. 

Altogether, America's case for a gov- 
ernment-induced dose of extra demand 
scores six out of ten, Japan scores the 
maximum ten, West Germany scores 
eight, and Britain limps home with one. 

The lower half of the table asks wheth- 
er the countries that need to expand 
demand should rely on fiscal policy or 
monetary policy. In America, monetary 
growth has slowed over the past year 
(but is still well above the Federal Re- ` 
serve Board's target ranges), and the 
budget deficit (adjusted for the effects of 
inflation and the state of the business 
cycle) grew last year. So, the primer 
suggests that America should prefer cau- 
tious monetary relaxation. 

Japan and West Germany, the stron- 
gest candidates for a gentle reflationary 
push, have more scope for fiscal relax- 
ation than for a monetary boost. Britain, 










and setting federal standards for product, 






that a rise of 15% in the trade-weighted of course, is in no fit state for either. 










Small business in America 


Please, Mr 
President 





WASHINGTON, DC 


When more than 1,800 proprietors of 
small businesses from 50 American states 
met at the third White House conference 
on small businesses last month, top of 
their list of requests to the administration 
was not (as it almost certainly would be in 
Europe) lower interest rates, tax reform 
or less government interference. It was 
that there should be changes in America's 
system of liability insurance. 

The difficulty that American small 
businessmen have in getting (or afford- 
ing) product liability insurance means 
that a single substantial claim can put 
them out of business. The various recom- 
mendations they made included putting 
cash limits on non-economic damages, 











| professional an mmercial liability. 
Their worries have increased even though 
“the latest figures, on the. number of law 
suits filed and the value of awards, sug- 
: gest that America is not in the midst of an 
explosion of litigation for damages. 

: Second on the small businessmen's list 
+ came a request to reject new federal laws 
_on medical coverage and on parental and 





























“employment costs. Third was a demand 
to curb tax-exempt апа state-aided insti- 
tutions (eg, universities) which offer lab- 
oratory testing, software, consulting and 
“other services in «unequal competition 
. With the private sector. 

2 Europeans would find other complaints 
at the conference more familiar. Ameri- 
сап small business also says that its share 
of the federal government's procurement 
: should rise from its present 17% to about 
::4095— still less than its share of GDP. It 
-'wants repeal of the 1931 Davis-Bacon 
Act, which requires the Department of 
Labour to determine the rate of pay for 
workers on federal construction projects. 
In effect, this requires small non-union- 
ised firms to pay union rates and lose 
much of their competitive advantage. 
Davis-Bacon can push up public construc- 
tion costs by as much as 25%. 

* Small businesses have led the way for- 
мага іп job creation in the Reagan years; 
they have created 10m jobs since the 
previous White House conference in 
1980. Small firms dominate the service 
sector, which now accounts for 7096 of 
the American economy. Recent research 
shows that small firms are surprising 


















Not many firms can be bothered to trade 
with Vietnam. They are put off either by 
the political complications—western 


governments suspended export finance 
in 1978 in protest against Vietnam's 
invasion of Kampuchea—or because the 
place is virtually skint. The exceptions to 


disability leave; these threaten to increase - 


From little shrimps . . . 










make an appearance at this year's gather- 
ing. He was in California while the White 
House's air conditioning was being recon- 
ditioned by a number of small firms. 


Thai economy 


The oil factor 


BANGKOK 


Despite doldrum prices for many of the 
products it sells abroad-—from textiles to 
tin—Thailand raised export earnings by 
15.6% in the first half of this year. It 
boosted sales of its leading exports (rice, 
rubber, maize, tapioca, shrimps, tin, sug- 
ar and textiles) by enough to overcome 
lower world prices (see chart); and it 
exported many more manufactures like 
leather goods and shoes. Sales of the 
eight leading exports went up by 8.2% in 
value to 55.9 billion baht ($2.1 billion), 
while other exports improved by 23.7% 
to 58.2 billion baht. 

The Thais’ biggest burden in their im- 
port bill is the $2 billion they paid last 
year for oil. They trust that OPEC will 
keep this down, by. cheating on its mar- 
ket-rigging agreements às much as it has 
done in the past. The recession in export 
prices has hit Thailand's internal econo- 
my. For example, car and commercial 
vehicle sales in the first four months of 
1986 were 10% down. Still, last year's 
economic growth was just over 4%; this 


TOKYO 


the rule are Japan's ubiquitous trading 
houses. 

Japan-Vietnam trade is still modest. It 
was worth barely Y50 billion ($210m) in 
1985 with, not surprisingly, a Y19.6 
billion surplus in Japan's favour. Japan's 
exports. to. Vietnam (largely. vehicles, 
ships and telecoms equipment) were, at 
Y14.8 billion in the first half of this year, 
10.5% lower than in the same period of 
1985. Vietnam's sales to Japan (a lot of 
ARS a bit of anthracite) were down 

7.695 at Y7.7m. 

Nonetheless, Japan has become Viet- 
nam's biggest trading partner after the 
Soviet Union. Except in. years when the 
yen suddenly appreciates, Japanese offi- 
cials expect their trade with Vietnam to 
grow at an average of about 10% a year. 

Much Japan-Vietnam trade is done 
through “front companies —the affili- 
ates that Japan's trading houses use 
when dealing with communist countries. 

„Виш one trading house, Nissho Iwai, is 
not so: coy. It has a shrimp-farming joint 


ter in 1980, President Reagan. did not 


ially forecast to be just under 


у 
44%. Although everybody outside South- 
East Asia might feel envious, those two 


years will be the worst for Thailand since 
the 1960s. 

The new government of General Prem 
Tinsulanonda is making the right noises: 
its recent. policy statement to the new 


| Prem and proper 
Thailand's: 


GDP annual % increase 


1981 82 
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venture in Vietnam and has been given 
permission by the Vietnamese authori- 
ties to open a liaison office in Hanoi this . | 
month—the first Japanese firm. to be |. 
allowed to do so since the Vietnam war. 

Others will follow Nissho Iwai into 
offices in Hanoi. One of the first may be 
C. Ноћ; its front company, Shinetsu 
Tsusho, conducted Y8 billion-worth of 
trade with Vietnam last year. Others 
may be Meiwa Sangyo (the Mitsubishi 
group by any other name) and Shinwa 
Bussan (Mitsui). 

For Vietnam, this is part of a cautious 
return to the world trading community. 
Why do Japanese companies think it 
worth the effort? When Americans and 
Europeans look at. Vietnam, they see 
one of the most backward. economies 
even within the communist. block: with 
foreign-exchange reserves, at an estimat- 
ed $17m. on à par with its shrimps. The 
Japanese see a large South-East Asian 
country which may possess untapped 
reserves of oil and minerals—and cer- 
tainly includes people who proved entre- 
preneurial in the French and American 
days; 59m of them, all potential 
customers: . 
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parliament talked of allowing free enter- 
prise to bloom without government direc- 
tion. Bureaucracy will be trimmed, tour- 
ism encouraged, corruption quashed and 
loss-making state enterprises privatised. 
Fine words, but nobody expects the gov- 
ernment to be so cruel as to thin out an ill- 
paid civil service amounting to 7% of the 
workforce. And, for as long as it is ill- 
paid, it will stay corrupt. 

Thai officials explain their problem by 
talking of a gap between savings and 
investment, which cannot be sustained 
without incurring crippling external debt. 
In 1970-76, investment exceeded savings 
by an average of 2.1% of GDP a year; 
since 1977, the gap has averaged 6.4%. 
As a result, the country has been running 
a deficit on its current account for much 
of the past decade. The total debt-service 

| E now tops 2595, compared with only 

% in 1980, and is set to go higher 
despite some clever refinancing. So the 
government is praying for an oil-bill sav- 
ing of at least $500m, perhaps even $1 
billion, this year. This would save it the 
pain of choosing between fierce cutbacks 
and more debt. 

A braver government than General 
Prem's would use any breathing space 
offered by lower oil prices to shake up the 
tax system (almost half of all companies 
declare losses for tax purposes); stop the 
inefficient protection of import-substitut- 
ing industries; and firmly shelve the half- 
shelved projects to develop the eastern 
seaboard with petrochemical plants and 
deep-sea ports. But the cabinet already 
talks of sharing any oil-price windfall with 
the motorist. Why should it spoil the run- 
up to the king's 60th birthday (an auspi- 
cious date in the Thai calendar) next year 
by inflicting more austerity on the hedo- 
nistic Thais? 


THE ECONOMIST SEPTEMBER 6 1986 


Bb 03 ышк. „ 


Migrant workers 


Packing up 


The Middle East's fastest growing export 
is labour. As tumbling oil revenues push 
the region into recession, the expatriates 
who flocked to jobs in the Gulf in the 
1970s and early 1980s are packing their 
bags. Their departure is helping to cush- 
ion the region against the slump in oil 
revenues; but in many of the expatriates' 
home countries the cash they used to send 
back will be sorely missed. For several 
countries—for example, Egypt, Jordan, 
Pakistan and North and South Yemen— 
workers' remittances are bigger than total 
merchandise exports. 

At the peak, there were probably 4m 
expatriates working in the Middle East, 
accounting for more than 80% of the total 
workforce in Kuwait and the UAE, and 
more than half in Saudi Arabia. On some 
estimates, more than 1m foreign workers 
have already returned home. And the pay 
of those who remain has been cut by as 
much as a half since 1982. 

In Kuwait, the number of new work 
permits issued was more than halved in 
the two years to 1985. There has been a 
particularly sharp drop in the number of 
migrant workers leaving Asia for the 
Middle East: only 160,000 left India for 
the Middle East in 1985, against 280,000 
in 1981. 

In the two years to 1985, workers’ 
remittances from abroad fell by 10-20% 
in Pakistan and North Yemen, and by 
35% in Syria. But in several other coun- 
tries—including Egypt, India and Bangla- 
desh—remittances have remained sur- 
prisingly stable. 

One explanation is that, although thou- 
sands of unskilled manual jobs have been 
lost in the construction industry, demand 
is still growing for service-sector workers 
and for skilled workers to maintain and 
operate the new infrastructure. The high- 
er pay of skilled workers has helped to 
offset losses elsewhere. Moreover, when 
workers return home for good, they bring 
back all their accumulated savings, giving 
the remittance figures a temporary boost. 
When that boost disappears next year, 
the figures could fall steeply. 

Statistics on workers’ remittances 
should be handled with care. Only part of 
the money passes through official (ie, 
recorded) channels. The rest is smuggled 
in through the black market. Egypt is 
reported to receive almost $4 billion a 
year from workers abroad; but some 
guess that the same amount again evades 
the central banks’ coffers. In Syria, too, 
the drop in the officially recorded inflow 
of workers’ remittances—from $774m in 
1980 to $300m last year—reflects as much 
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the thriving black market as the recession 
in the Gulf. 

The short-term consequences of the 
slump in workers' remittances will be 
most serious in Egypt and North Yemen. 
About l.5m North Yemenis—possibly 
half its total workforce—work in Saudi 
Arabia. The earnings they send home are 
an extraordinary 80 times as much as the 
country's merchandise exports and ac- 
count for 73% of its foreign-exchange 
earnings. 

Workers' remittances are also Egypt's 
single biggest source of foreign currency, 
accounting for 33% of earnings—modest 
in comparison with North Yemen, but 
significant when revenues from Egypt's 
other big foreign-exchange earners (oil 
and tourism) are also dwindling. Almost 
3m Egyptians, one-sixth of the labour 
force, work abroad. They each send 
home an average of $2,000 a year— 
roughly three times as much as the aver- 
age Egyptian's income of only $700. The 
Egyptian Ministry of Immigration and 
Expatriates reckons that around 600,000 
emigrants could return home in 1986. 

In the short term, the loss of workers' 
remittances will leave a big hole in these 
countries' balance of payments. But some 
economists dispute the longer-term finan- 
cial benefit of workers' remittances. In 
many cases, the income does not compen- 
sate for the loss of skilled labour. And the 
lucrative wages offered to lure workers to 
the Gulf have also pushed up local wages 
in Egypt and North Yemen, making do- 
mestic industry less competitive. 

Remittances are often spent on con- 
sumption not investment. In Bangladesh, 
for example, one-fifth of all remittances is 
thought to go on paying dowries. Wise 


Home help 
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governments will heed advice to try to 
encourage workers returning from 
abroad to use their savings to set up new 
businesses, not to give their fathers-in- 
law more cows. 


British tractors 


A case for buying 


Farm-machinery manufacturers in Britain 
are squaring up for a price war. Sales of 
tractors in Britain in the seven months to 
the end of July were 28% down on the 
same period last year. With British farm- 
ers still convalescing from a 43% drop in 
their incomes during 1985, and usually 
buoyant exports of tractors to continental 
Europe starting to sag, tractor makers are 
offering ever bigger discounts to boost 
their sales. 

The manufacturer offering the most at 
the moment is Case IH, the American 
company which in 1984 merged its farm- 
machinery business with that of the loss- 
making International Harvester. Case IH 
comes third in British tractor sales after 
Ford and Massey-Ferguson. Worried that 
it is losing out to Deere, the American 
manufacturer with the fourth biggest 
sales in Britain, Case has started under- 
cutting its rivals. 

Case is offering its biggest discounts to 
farmers in East Anglia, a big cereals- 
growing area where tractors are in de- 
mand. One Suffolk farmer recently got a 
50% discount on a single purchase of five 
Case tractors. The same incentives could 
soon be introduced by Case dealers 
elsewhere. 

So far, neither Ford, which has a domi- 
nant 25-30% of the British market for 
tractors, пог Massey-Ferguson has 
chopped its prices as much as Case. Both 
are hoping that this year's cereals harvest, 
despite rain damage during the past cou- 
ple of weeks, will be a bumper one. The 
Agricultural Engineers Association, the 
farm-machinery makers' trade group, 
forecasts a 20% increase in British farm- 
ers’ incomes this year. If that happens, 
tractor sales could again creep up a little 
before the end of the year. 

Many farmers brought their tractor 
purchases forward in 1984 and 1985 to 
take advantage of high, but falling, capi- 
tal allowances from the British Treasury. 
From 125% before the 1984 budget, al- 
lowances have now been reduced to 25%. 
Another reason for tractor sales to re- 
main depressed is uncertainty about EEC 
pricing policies. The EEC cannot long 
continue to subsidise cereal production at 
its present level; it might impose produc- 
tion quotas. 

In the past, tractor makers in Britain 
relied on exports to compensate for sag- 
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Grim reapers 


ging sales at home. But, in 1986, tractor 
sales in West Germany look like being 
down, and in France sharply down, on 
last year. That is bad news for Case, 
which exports more than 80% of the farm 
machinery it produces in Britain. Last 
year, it closed three plants in the United 
States and transferred the machine tools 





used there to lower-cost factories in the 
north of England. On September 10th, it 
is to re-open International Harvester's 
old plant at Carr Hill in Doncaster, where 
worldwide production of its smaller trac- 
tor models is to be concentrated. It will 
then need to increáse sharply its market 
share within Britain. 


A yen to get spliced 


Mr Kurt Illi, the enterprising director of 
the Lucerne Tourist Board, has devised 
a novel way of promoting local tourism. 
He has made it fashionable for Japanese 
couples to get married in the tiny chapel 
of Schloss Meggenhorn, a seventeenth- 
century castle owned by the town. De- 
spite protests from local clergy, Mr Illi 
negotiated the exclusive use of the pri- 
vate chapel in the castle's grounds, wrote 
a suitably sentimental marriage service, 
hired a retired businessman to officiate 
and then set up in business. He held his 
first wedding in front of Japanese televi- 
sion cameras on nearby Mount Titlis. 

At the last count, about 150 Japanese 
couples had paid for a ceremony in the 
chapel. If they continue to arrive at the 
same rate, the total could rise to 200 by 
the end of the year. Why do so many trek 
so far just to get married again in a 
consecrated chapel? (All couples, Japa- 
nese or Swiss, must first produce a valid 
civil marriage certificate before going 
through the ceremony.) 

Mainly because it is cheaper than 
staying at home. To get hitched in mid- 
dle-class style in Japan these days costs 
around Y4.5m ($30,000) if you include, 
as you must, the expense of invitations to 
an extended Japanese family and to 
business acquaintances, a hotel banquet, 
plus gifts from the bridal pair to the 
guests. By contrast, a two-week trip to 


LUCERNE 


Europe, including a Swiss wedding, costs 
little more than Yim. That leaves room 
for extras like a horse-drawn carriage to 
the chapel (SFr450) or a 30-minute video 
recording of the ceremony (SFr400). 

Most Japanese couples come as part of 
a European tour (Oshu Express, a Japa- 
nese tour operator, handles the bulk of 
bookings that include a wedding trip to 
Lucerne). Although friendly couples 
may be on the same European tour, they 
rarely attend each other's weddings. The 
idea of a totally private (though videoed) 
wedding which they could never have at 
home seems to be much of Schloss 
Meggenhorn's attraction. 


Buddhists are welcome, too 
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MINT Guaranteed offers the rewards of 
trading without the risks. The new issue of 
shares is open for subscription until 

ist October, 1986. 


€ Management experience backed by two 
centuries of trading 


US Dollar based 
Complete confidentiality 
Minimum investment $30,000 


After 1 year the Wall Street Journal said "Also 
among 1984's top 10 was MINT Ltd which 
showed a 31.4% gain. . .". After 2 years the 
Financial Times said "The best performer over 
this two year period was the MINT Fund. . .". 
After 3 years Futures and Options World said, 
"Number one in the offshore list is MINT Ltd 
which put on 3396 last year". 
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Licensed Dealers in Securities, 
Sugar Quay, Lower Thames Street, London EC3R 6DU. 
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The away teams 


alread 
many City firms 


British institutions tremble with 
good reason. Since March 1986, 
foreign firms have been allowed 
to join the London Stock Ex- 
change; and all-comers, British 
and foreigners alike, have been 
able to acquire stockbrokers and 
jobbers. Few foreigners have tak- 
en up the option, yet some, espe- 
cially the Americans, will have a 
flying start over the British on 
ctober 27th. 
After Big Bang, single capacity 
ie, the separation of broking and 
jobbing) will be abolished and 
dual capacity introduced. At the 
е time, fixed commissions 
Il go. British merchant banks, 
‘stockbrokers and clearing banks 
nnot match the experience of 
ir foreign rivals, most of 
hom have always operated in а 
ual-capacity market with negoti- 
ated commissions. Wall Street 
experienced its own Big Bang on 
May 1 1975, when fixed commis- 
sions were abolished. Americans 
uld also find themselves with 
n edge in the gilts (government- 
bond) market when Britain 
adopts the American system of 
approved primary dealers who 
bid at auction for new govern- 
ment bonds. 
Тһе foreign giants also have 
more capital than the City's big 
firms. Britain's big four clearing 
banks— Barclays, Midland, Na- 
tional Westminster and Lloyds, 
with shareholders' funds ranging 
between $2.8 billion (£1.9 bil- 
lion) and $5.8 billion—are the 
only home-grown institutions 
which can match the billion-dol- 
lar-plus capital of, say, America's 
Citicorp ($8.5 billion), рш 
Nomura ($4 billion) or Euro 
Union Bank of Switzerland ($4.3 
billion). A strong capital base not 
only cushions a firm against 
losses, allowing it to ride out 
ugh markets, but also allows it 
to-undercut the opposition as a 
means of building market share, 
without worrying about short- 
term losses—another reason why 
foreigners are likely to dominate 
the gilts market. 
If, as expected, fierce competi- 
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е up primary gilt dealers in Lon- 


Stock Exchange, and the Ameri- 


- сап investment banks, such аѕ 


Most foreign firms are waiting till after the City’s Big Bang 
on October 27th before deciding which way to move. Man 
have London offices; a few have acquired Britis 
firms лу stockbrokers). Their presence has frightened 


tion among the existing 27 prima- 
ry dealers makes gilts an unprof- 
itable market after Big Bang, 
losses that could be shouldered 
easily by, say, America’s Morgan 
Guaranty (shareholders’ funds: 
$3.7 billion) could prove disas- 
trous for, say, the mefchant bank 
Hill Samuel ($266m). 

Apart from sheer financial 
muscle, the American banks and 
investment banks have long ex- 
perience of government-bond 
trading, including Treasury-bill 
options. They have also been 
innovative—stripping the cou- 
pons from Treasury bonds and 
selling them separately, and run- 
ning sophisticated trading pro- 
grammes which involve betting 
on relative changes in the yields 
on different sorts of Treasury 
bonds. Competition, post-Big 
Bang, could whittle down. the 
primary dealers in the gilts mar- 
ket to only a dozen or so. Fewer 
than half are likely to be British. 
Merrill Lynch has already cor- 


nered, it says, a 15-20% share of- 


the gilts market with a dealing 
firm it built virtually from 
scratch. (Others put its share at 
under 10%.) 


Inequality in equities . 


In the equity market, foreigners 
will not have such an easy ride. 
Surprisingly few have bought 
leading stockbrokers, who. have 
strong links with British institu- 
tional and private investors, For- 
eigners will therefore be unable 
to match the placement power of 


ће all-British teams. True, only 


eight of the City's top 20 brokers 
remain British. But of the top 
ten, all. with an equity market 
share of 4?6 or more, only four 


went to non-British banks: Hoare © 


Govett to Security Pacific, Phil- 
lips and Drew to Union Bank of 













Banking Corporation. 

The only sector of equity trad- 
ing likely to be dominated by 
foreigners is international stocks. 







Switzerland, Scrimgeour Kemp- -$ 
Gee to Citicorp and James Capel- 
to the Hongkong and Shanghai 


Brothers; lead the field. Big Bang 
will not change this. 

To most European banks, Oc- 
tober 27th will be just another 
Monday... Only Union Bank of 
Switzerland and France's Banque 
Paribas have bought leading 
stockbrokers. A few—such as 
Crédit Commercial de France 
and Crédit Suisse—have bought 
smaller brokers. Most—including 
Crédit Lyonnais and Swiss Bank 
Corporation—have bought noth- 
ing and have not joined the Stock 
Exchange. Even those with 
worldwide ambitions—such as 
West Germanys Deutsche 
Bank—see the London stock- 
market as less important than 
Tokyo's or New York's. 

There is little threat, either, 
from the Japanese. No Japanese 
securities house or bank has yet 
set up a gilts dealer. Neither has 
any bought a stockbroker. 

Nomura joined the London 
Stock Exchange in March, and 
Japan's other three big securities 
houses—Daiwa Securities, Nikko 
Securities and Yamaichi Securi- 
ties—have. applied for member- 
ship. They say that joining will 
make it easier for them to buy 
British equities for Japanese in- 
vestors. So far, such demand has 
been little more than a tríckle but 
the chairman of Daiwa Europe, 
Мг Koichi Kimura, thinks that 
British shares апа gilts will both 
become popular in Japan. So 
next year, Daiwa will apply for a 
gilts dealership, and Nomura will 
probably follow suit. 

The Japanese have never 
played much of a leading role in 
the Euro-equity market, in which 
syndicates of banks place shares 
globally. Nor do they trade inter- 
national equities. In Tokyo, they 
lack the tradition of market-mak- 
ing (ie, carrying inventories of 
securities and making a bid and 
an offer price); they simply match 
buyers and sellers. 

Even the American. challenge 
has been exaggerated. The big 
commercial banks have no expe- 
tience of equity markets and 







their way on.to the London Stock 
Exchange. Only Citicorp, Chase 
Manhattan and Security Pacific— 
three of America’ s most forward- 











ker experience be- 
wn regulatory walls. 
"them from un 


соте tumbling down, Along with 


Bankers Trust and Morgan Guar- 


Goldman Sachs and Salomon : 


most of.them have not bought. 


don. (Government bond markets 
are not aliento them; American 
commercial banks are licensed to 
dealin Treasury bonds.) 

Most of Wall Street's top in- 
vestment banks regard Big Bang 
as a parochial affair, hardly worth 
a second thought. Only one of 
the six leading investment banks, 
Shearson ^ Lehman Brothers 
(owned by American Express), 
has bought a. stockbroker, L 
Messel. And when, in March, the 
Stock Exchange allowed foreign 
membership, only Merrill Lynch 
stepped forward to join. The oth- 
er big investment banks say that, 
before they commit themselves, 
they want to see how the show 
will run under the new regulatory 
framework, how much it will cost 
to be a member, and how loud a 
voice they will have on the Stoc 
Exchange Council. 

The two investment banks 
which have shown most interest, 
Merrill Lynch and Shearson Leh- 
man, both have retail wings that 
sell stocks to long lists of private 
clients in America. They want to 
develop a similar British network: 
and the ability to meet small 
orders, which is most easily done 
with Exchange membership. 

Morgan Stanley, Salomon 
Brothers and Goldman Sachs, on 
the other hand, shun the private 
investor and deal only with thé 
big institutions. Their strength is 
іп international securities, гапа 
they see little mileage (or profit) 
in competing with the 25 firms 
making markets in British do- 
mestic stocks. To cover. British 
stocks with an international slant, 
they have hired equity salesmen 
and analysts. | 

The London Stock Exchange i is 
peripheral to their ambition @ 















































"They already trade international 


stocks, including British ones, in 
London and New York by tele- 
phone. Morgan Stanley, for in- 
stance, has 100 equity traders in 
London, making markets in 250 
European stocks. It says that the 
London Stock Exchange is less 
important to it than Tokyo or the 
international bond and: equity 
markets. It is not going into gilts. 











Not our sort? 

The foreigners may not remain so 
diffident. The potential advan- 
tage of Stock Exchange member- 
ship will probably pull the invest- 
ment banks in, eventually. One 
big draw could be access to SEAQ, 





‘the screen-based trading system 
* which will allow members to ad- 
vertise blocks of shares on televi- 





sion screens in the offices of fel- 
low.  members—a quicker, 


THE ECONOMIST SEPTEMBER 6 1986 - 
















ing. An investment bank might 

need to use the exchange to meet 

an order; were it not in the club, 
it would have to pay commission 
to a member. 

Some of the Americans want to 
use their new involvement in 
British equities to push into cor- 
porate finance, where they see 
rich pickings. They are unlikely 
to reap an early harvest. The 
stockbrokers and merchant 
banks that now dominate the 
field have long-standing relation- 
ships with British companies. 

But the American investment 
banks have a few aces to play. 
They have experience in making 
competitive bids for new equity 
issues by a technique known as 
the "bought deal"—an invest- 
ment bank underwrites an entire 
Stock issue and places the shares 

ter it has agreed a price with the 
M (close to the then ruling 

arket price). The underwriter 
runs the risk of the share price 
collapsing before the issue can be 
placed. In America, this tech- 
nique has led to a concentration 
of the new-issue business with the 
few firms large enough to take on 
such risks. The technique has not 
yet spread to Britain, where most 
issues of new equity are under- 
written by large syndicates and 
offered to existing shareholders. 

Bought deals will come to Brit- 

ain. The Stock Exchange has re- 
laxed the rule of pre-emptive 
rights—which ensured that new 
shares, or rights issues, were of- 
fered pro rata to existing share- 
holders, and therefore made 
bought deals impossible. Many 
British companies will be tempt- 
ed by bought deals: they are 
quicker to organise than rights 
issues and also cheaper. 
_ The bought deal may give for- 
gn institutions a chance to dis- 
lodge merchant-bank advisers 
from their corporate clients. In- 
vestment banks, like Shearson 
Lehman and Merrill Lynch, are 
not only big enough single-han- 
dedly to underwrite, say, a £500m 
equity issue without blinking but 
can also offer worldwide share 
distribution. Few British group- 
ings will be able to boast the 
same. On top of that, newcomers 
may undercut the domestic com- 
petition by shaving commissions 
on new issues. 






Tie-breakers 


Big Bang will inevitably throw 
юте long-established relation- 
ships into turmoil, and from that 
he opportunistic foreigner can 
mly benefit. Most British com- 
»nies have traditionally used a 
nerchant bank to underwrite 
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‘simpler and cheaper way of deal- 


new share issues a 
ker to price and place them. But 
a company’s stockbroker and 
merchant bank may now belong 
to rival financial. groups. Would 
5. G. Warburg, a merchant bank 
which owns a firm of stockbro- 
kers (Rowe and Pitman) want 
Grieveson Grant (owned by its 
competitor, Kleinwort Benson) 
to place an issue it had underwrit- 
ten? Such rivalries might encour- 
age companies to dispense with 
longstanding relationships and 
start experimenting with those 
foreigners who offer a package— 
and are cheaper, too. 
Stockbrokers owned by foreign 
banks are already threatening 
merchant banks. Last month, 
Hoare Govett (owned by Securi- 
ty Pacific) teamed up with Salo- 
mon Brothers to buy £108m of BP 













The foreign contenders 
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HONGKONG & SHANGHAI 
BANKING CORP. 


MERRILL LYNCH 


SECURITY PACIFIC 
GOLDMAN SACHS 
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shares owned by a British brew- 
er, Guinness. The pair bought 
the shares at a set price and 
placed them internationally with- 
in minutes. This was a block 
trade—as the shares were not 
newly issued. But the principle is 
the same as a bought deal. 

The Americans are also gear- 
ing up to break into the most 
lucrative area of corporate fi- 
nance: mergers and acquisitions. 
Prudential Bache and Shearson 
Lehman have lured top people 
from the takeover departments 
of merchant banks like Schroder 
Wagg and Kleinwort Benson. 
Salomon Brothers and Morgan 
Stanley are confining their ambi- 
tions to cross-border mergers and 
acquisitions, but Merrill Lynch, 
Citicorp, Shearson Lehman and 
Goldman. Sachs want a slice of 
Britain's domestic business. As a 
selling point, they make much of 
their knowledge of the latest 
takeover techniques in New York 





МЕТ ASSETSO! STOCKBROKERS 


sh merchant 
banks make mistakes during 
bids—eg, Morgan Grenfell over- 
looking the O'Brien rules (which 
forbid a bank owning a money 
broker) during its attempted 
takeover of Exco: 

Already, Citicorp and Merrill 
Lynch have arranged several 
British management buyouts, 
and Goldman Sachs has become 
a force to be reckoned with in 
defending British companies 
against hostile bidders. In the 
first six months of this year, 
Goldman Sachs came fourth in a 
league table of British merger 
and acquisition advisers. On 
many deals, it played a secondary 
rather than a leading role. Never- 
theless, having provided valuable 
help to companies such as Impe- 
rial, Debenhams, Dunlop and 






COST OF 


BOUGHT: | ACQUISITION ( 


Vickers da Costa 


none, bu! joined stock 


exchange 


James Capel 


Giles & Cresswell ® 
.j and joined stock exchange 














Quilter Goodison 


Woolworth, Goldman will attract 
enough new business to worry 
existing bid-defence specialists, 
such as Warburgs and Kleinwort 
Benson. 


Favourites to win 


Of the many foreign firms partici- 
pating in Big Bang, a few names 
look set to succeed in the new 
equity and gilt markets. 

€ Citicorp spent £75m on buying 
two stockbrokers: Scrimgeour 
Kemp-Gee, a leading research 
house; and Vickers da Costa, 
which brought with it a seat on 
the Tokyo Stock Exchange. De- 
spite being banned from some 
securities business in America, 
Citicorp has committed itself to 
all the world's big capital mar- 
kets. Net profits from investment 
banking will be around $500m 
this year. Citicorp's leadership in 
swaps and foreign exchange dem- 
onstrates its familiarity with risk, 
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though high staff turnover in in- 
vestment banking and inter-divi- 
sional rivalries could hamper i 
efforts in post-Big Bang Londo 
€ Security Pacific paid £78m for 
Hoare Govett, a stockbroker that 
ranks among the top five in gilt 
domestic and international equ 
ties, research and placing power 
with institutions. The Los Ang 
les-based bank has sensibly a 
cepted that it knows little about 
equities, leaving Hoare Govett's 

partners with a 17% stake andi 
management autonomy. Having 
lost few important staff, Hoare 
Govett should maintain its cu 
rent equity market share of 696. 
€ Union Bank of Switzerland 
(UBS) is a universal bank and the 
dominant force on the Swiss capi 
tal markets. It cannot grow big: 
ger at home so it is throwing its 
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weight behind expansion іп Гоп: 
don, New York and Tokyo. The 
purchase of Phillips and Drew 
gives UBS a powerful position on 
the London stockmarket. Phillips’ 
and Drew is second to none in 
gilts, which should fit with uBs's © 
strong position in Eurobonds. It 
is the largest fund manager 
among stockbrokers, with £6.5 
billion under its control: UBs fund 
management is the largest in Eu- 
rope. And Phillips and Drew's 
4% share of the equity market | 
should help UBs improve its posi- 
tion in Euro-equities. Phillips 
and Drew has poached market- 
makers from rivals, but lost few 
of its own most useful employees. : 

For the foreign teams now : 
playing in the City, two things 
have become abundantly clear, 
Success is not going to come 
overnight; and virtually any one 
of them—American, Japanese or 
European—must rank as a po- 
tential long-shot winner. 
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1986 INTERIM RESULTS- HIGHLIGHTS _ 
Results ES j| UN | 


The unaudited consolidated results of Cathay Pacific ‘Aways Limited for the six months 
ended 30th June 1986 were: 












































Six months ended Year ended 
30th June 31st December 
1986 1985 1985 
НКМ |. HK$M | HK$M 
Turnover 42080 3,513.3 7,524.9 
os ees 
"Operating profit 15691 . 4568 . 9214 
Net finance income/(charges) 40.6. . (968) ‚_4711) 
Net operating profit 609.7 360.0 850.3 
Share of profits of associated ў 
сотрапіеѕ 29.4 23.7 47:9 
Profit before taxation 639.1 383.7 898.2 
Taxation 105 —. 8135 .1107 
Profit after taxation 508.6 302.4 787.5 
Minority interest 5.1 4.5 10.0 
Profit attributable to í 
shareholders 503.5 297.9 777.5 
Dividend 159.1 95.5 388.8 
Retained profit 344.4 202.4 388.7 
— I————— a 
Earnings per share 19.0€ 11.2€ 29.3€ 
c CLA 
Interim dividend 
The directors of Cathay Pacific Airways Limited have today declared an interim dividend 
for 1986 of 6.0€ per share. 


The interim dividend will be paid on 30th September 1986 to shareholders registered at 
the close of business on 26th September 1986; the share register will be closed from 
15th September 1986 to 26th September 1986, both dates inclusive. 


Prospects 

Profitability in the second half-year should continue to be favourably influenced by low 
fuel prices with a consequent restraining effect on costs generally. However, the bottom of 
this particular market cycle may have been reached and there could be some upturn in fuel 
prices following the latest OPEC agreement on oil production. As regards traffic volumes, 
the cargo market remains strong but passenger traffic in some areas of the Company's opera- 
tion is a little weak and some dilution in the passenger yield is also expected: The recent 
devaluation of the Australian dollar has significantly reduced revenue from this important 
market. On balance, with the benefit of the good results of the first half-year, I expect that 
thé Company's profit for the whole of 1986 will be not less than HK $1.0 billion, and that a 
final dividend of at least 13.0€ per share will be recommended. 

The full interim report will be sent to all shareholders on 8th September 1986. 


H.M.P Miles 
Chairman. 


Hong Kong, 28th August, 1986 
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Disinflated and debunkered 








The collapse of the Hunt family 


fortune 


е decline of the Hunt family's empire 
ks likely to become the biggest person- 
al financial reversal in American history. 
The Hunt family invested in physical 
assets-—land, silver, crude oil and sugar— 
in the hope of beating inflation, especially 
in the late 1970s. Disinflation in the 1980s 
has slashed the value of their holdings, 
just as they moved heavily into debt. In 
1980, this Texas familys empire was 
reckoned to be worth $8 billion. Now it 
may add up to only $2 billion-3 billion. 
That is still enough to tempt the family's 
bankers, who are pressing to recover 
outstanding loans that total $1.6 billion. 
The latest episode thwarted the Hunts’ 
dankers on August 29th. Placid Oil, cor- 
aerstone of the Hunt empire and one of 
the largest privately owned American oil 
ютрапіеѕ, filed for protection from its 
Teditors under chapter 11 of the bank- 
"uptcy law. This stopped Placid's 23 
yanks, led by Bankers Trust, from col- 
ecting $773m in loans by liquidating most 





NEW YORK 


of the Hunts' oil reserves. These include 
the East Texas field developed in the 
1930s by the legendary H. L. Hunt, 
progenitor of the present generation. In 
the 1950s, he rivalled J. Paul Getty for the 
title of the world's richest man. 

Placid's application was caused by the 
steep fall in oil prices this year. In March, 
Placid defaulted on $30.6m of bank debt. 
In late June, it missed a $47m payment. 
Placid's oil reserves, worth $1.96 billion 
when a barrel fetched $28, fell below the 
equivalent of 150% of its liabilities of 
$973.9m. This prompted the default. 

Placid Oil is owned by trust estates that 
belong mainly to three of H. L.'s sons: 
Nelson Bunker, 60, William Herbert, 57, 
and Lamar, 54. The bankruptcy also 
threatens assets owned by their sisters, 
Margaret Hunt Hill and Caroline Hunt 
Schoellkopf. After the Hunt brothers lost 
up to $1.5 billion trying to corner the 
world silver market in 1980, the two Hunt 
sisters separated their holdings from the 





rest and concentrated on building elegant 
hotels and office complexes in Dallas and 
Beverly Hills. But they allegedly signed 


agreements that apparently made фет 


liable for some of their brothers' debts. 
The Hunts’ oil consultant, Mr John: 

MeMullen, in Cambridge, Massachusetts, 

predicts that.Placid’s cashflow will aver- 


age only $82.5m for each of the next three 


years, compared with $166.4m in each of 
the past three years. Among the creditors 
are the Bank of Montreal (owed $53,8m), 
National Westminster ($40.7m), Bank of 
Nova Scotia ($27.6m), and several belea- 
guered Texas banks. They asked the 
Hunts for higher interest, surcharges and 
additional collateral in return for a re- 
Scheduling of debts. 

The Hunts preferred a grace period in 
which to repay the debt, so that they. 
could develop fields in the Dutch sector 
of the North Sea and the Green Canyon 
field in the Gulf of Mexico. They claimed 
in a law suit that the banks had conspired 
to destroy their business. In July, the 
banks countersued. They demanded pay- 
ment from a welter of Hunt family trusts 
and personal holdings that are not includ- 
ed in Placid. 

So far, the banks have not moved 
against the 100 oil-drilling rigs owned by 
Penrod Drilling Co, the largest privately- 
owned offshore oil exploration firm in the 
world, which gets 40% of its business 
from Placid. The rigs are largely unused 
because of low oil prices (oil-rig usage in 
America is at its lowest level since 1940) 
and the fleet is worth only $100m-150m, 
according to the Hunts’ Mr McMullen: 
Penrod lost $175m in 1985. The banks - 
may be hard put to recover their loans to 
Penrod. 

The Hunts’ attempt to drive up silver 
prices in 1980 ended when the metals 
price fell from over $50 an ounce to $15, | 
leaving the Hunts with huge losses. When © 
Wall Street appeared shaken by the drop. 
in silver, Mr Paul Volcker, chairman of 
the Federal Reserve Board, persuaded a 
group of banks led by Morgan Guaranty 
to bail out the Hunts with a $1.1 billion 
loan to Placid. Security for the loan 
included 1m acres of ranchland in Texas, - 
Oklahoma and Montana, 4m acres of 
grazing land in Australia, 700 thorough- 
bred horses, a collection of ancient coins 
and other memorabilia. 

Since then, the fall in oil prices has 
delayed. development of the Hunts’ oil 
leases in the Beaufort Sea. The sugar beet . 
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Resources Corporation and the. parent 
company have been placed in bankrupt- 


that the Hunts owe it $120m from this 
"failure. And any silver that the Hunts still 
own is worth only $5.50 an ounce today. 
The Hunts should be able to preserve 
-enough personal assets to maintain their 
‘present standards. Mr Bunker Hunt, like 
H. L., dresses simply and flies tourist 
‘class. But the family will find it hard to 
keep their proud boast that “по bank ever 
-lost money dealing with Hunts.” 


Japanese financial futures 


‘Made in Singapore, 
destined for Tokyo 


SINGAPORE AND TOKYO 





Eagerly stealing a march on Japan’s fi- 
nancial regulators, the Singapore Interna- 

< tional Monetary Exchange (SIMEX) has 
begun to trade futures on the Nikkei 
index of shares traded in Tokyo. Does the 
new contract, the first in Japanese stock 
"futures anywhere, mean Singapore is se- 
curing a niche for itself as 24-hour trading 





























A spectre is haunting Britain: the vision 
of American-style takeovers, financed 
by debt, from which even the biggest 
companies are not immune. This week, 
the Monopolies and Mergers Commis- 
sion (MMC) did little to exorcise it, in its 
report on the first attempt at a big 
leveraged buyout in Britain: the pro- 
posed £2.1 billion ($3 billion) purchase 
of Allied-Lyons, the food, drink and 
leisure group, by Elders IXL, an Austra- 
lian conglomerate. Of the bid, £1.2 bil- 
lion was to be financed by a syndicated 
loan organised by Citicorp. 

Nine months ago, the Bank of Eng- 
land urged the commission to rule 
whether Elders's bid conflicted with the 
public interest. On September 3rd, the 
MMC pronounced it clean as a whistle. It 
said, however, that the Bank might want 
to consider whether a wave of leveraged 
buyouts would so endanger the financial 
system as to warrant new controls. Back 
passed the buck. 

The arguments against highly-lever- 
aged acquisitions is that they leave the 
new firm with a high ratio of debt to 
equity. and a low ratio of profits to 
interest due. This threatens to make it 
vulnerable to interest-rate movements 
and business downturns. The Bank of 
England reckons normal capital gearing 
in Britain to be around 50% (eg, £50 of 
debts minus cash and deposits divided by 
shareliolders' funds of £100). Interest 





refining operations of Hunt International | proliferates? Or will it simpl stimulate 


cy. First National Bank of Chicago claims: 


Leveraged buck-pass 


the liberalisation of. Japan' s own markets, 
which would then leave SIMEX bereft of 
business? 

The answer is likely, eventually, to be 
the latter. At the moment there is no 
futures market in Japan in stock indices, 
and companies resident in Japan are 
barred from trading in overseas financial 
futures markets. As the Tokyo Stock 
Exchange is the world's second biggest 
after New York, that leaves a lot of 
foreign companies and Japanese overseas 
subsidiaries wanting to hedge their invest- 
ments. If Singapore's new contract is a 
success, the Tokyo stockmarket will be 
tempted to hasten its steps to share in the 
business. 

Financial futures were actually invent- 
ed in Japan before world war two, but big 
crashes then made Japanese regulators 
distrust and ban the speculative aspect 
inherent in all futures trading. This atti- 
tude is changing. As the need becomes 
apparent to hedge the risk of investing in 
the new financial instruments that the 
liberalising Tokyo market is providing, 
the authorities have started to tiptoe back 
towards allowing futures. 

So far, postwar Japanese investors 
have had only one chance to hedge by 


cover is usually 4-to-1 (eg, profits before 
tax and interest payable of £20 divided 
by interest of £5). 

On MMC figures, the Elders bid— 
boosted by the commission from 285p 
per share to a more realistic 385p but 
structured roughly like the original— 
would leave the merged group's capital 
gearing at 161%. That would fall, says 
Elders, to 114% a year later. Interest 
cover might be 2.1-to-1. But the commis- 
sion reckons the ratios may not hurt the 
company. Alied-Lyons has a stable 
cashflow, its food division can be sold to 
reduce debt, and Elders has absorbed 
big leveraged acquisitions before. 

As the commission points out, British 
companies are the most prudent borrow- 
ers of any big country's. Leveraged 
buyouts might spoil that picture. So the 
Bank of England plans to talk to the 
Stock Exchange and the department of 
trade about whether new rules to curb 
such takeovers are needed. 

To be taken seriously; Elders IXL will 
now have to bid well over £4 per share 
for Allied. It can scarcely afford much 
more, if it is to keep its capital gearing 
under the 175% it has agreed with its 
bank lenders. Elders must launch a new 
bid within 21 days or wait until. Decem- 
ber. It is likely to do the latter. In the 
meantime, expect the Bank of England 
to lean on Allied's institutional share- 
holders to reject a bid. 











Back to the future 
‘Tokyo's yen government-bond 
futures market. ^ 
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Source: Tokyo Stock Exchange * Estimate 


using financial futures. They have taken 
to it keenly. Since trading in yen govern- 
ment-bond futures began in October 
1985, the market has been a huge success; 
monthly sales have risen from Y20. 
trillion ($95 billion) to an estimated 
Y114.6 trillion in August (see chart). On 
just one contract and after only ten 
months, this equals about two-thirds of 
total sales volume at the London Interna- 
tional Financial Futures Exchange 
(LIFFE). 

A second chance will come at the end 
of this year, when the Osaka Stock Ex- 
change will launch a futures contract in a 
batch of 50 stocks (the Nikkei index 
covers 225 shares). Next—the best guess 
is in 1988— Tokyo is likely to begin trad- 
ing its own stock-index futures.. The To- 
kyo exchange's policy committee recently 
started studying how. 

One question will be which index to 
use. There are two other widely-followed 
market indicators apart from the Nikkei, 
most notably the Tokyo Stock Ex- 
change's own index, which covers all the. 
shares listed on the market's first sectio 
The Nikkei index's owner is the АЛО 
Keizai Shimbun, the world's biggest-cir- 
culation daily business newspaper. It has 
prudently excluded Japanese rights from 
its Asian and North American licensing 
deal with the doyen of financial-futures 
trading, the Chicago Mercantile Ex- 
change. It is the CME that is sponsoring 
the Nikkei stock-index future on SIMEX. 
The CME has also applied to trade Nikkei 
stock-index futures in Chicago. And the 
Nihon Keizai is discussing a contract 
based in its index with LIFFE. 

When stock-index futures do get going 
in Tokyo, they could affect the trading of 
ordinary equities in Japan, as well as 
providing a juicy chance for foreign bro- 
kers 10 таке money. In the bond futures 
market, Salomon Brothers, an American 
investment bank, is among the top three 
traders thanks to its expertise in futures 
and in arbitraging between futures and 
spot markets. For stock-index futures, 





On the hamburger standard 


Depressing though it may be to gour- 
mets, the “Big Mac" hamburger sold by 
McDonald's could well oust the basket 
of currencies as an international mone- 
tary standard. After all, it is sold in 41 
countries, with only the most trivial 
changes of recipe. That ought to say 
something about comparative prices. 
Think of the hamburger as a medium- 
rare guide to whether currencies are 
trading at the right exchange rates. 

Big-Mac-watchers will rely on the the- 
ory of purchasing-power parity (PPP) for 
currencies. This argues that an exchange 
rate between two currencies is in equilib- 
rium (ie, at PPP) when it equates the 

rices of a basket of goods and services 
in both countries—or, in this case, that 
rate of exchange which leaves hamburg- 
ers costing the same in each country. 
Comparing actual exchange rates with 
PPPs is one indication of whether a cur- 
rency is under- or over-valued. 

The Economists correspondents 
around the world have been gorging 
themselves in a bid to test Mac-PPPs. In 
Washington, a Big Mac costs $1.60; in 
Tokyo, our Makudonarudo correspon- 
dent had to fork out Y370 ($2.40). 
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Currency dealers get younger by the day 


American firms can bring to bear experi- 
ence in using computers to identify arbi- 
trage opportunities between futures, op- 
tions and stocks. That could make them 
profits and win clients among Japanese 
institutional investors. 

SIMEX pretends not to worry about pos- 
sible competition from financial markets 
in Tokyo. Its chairman, Mr Ng Kok Song, 
calculates that it will be two years before 
regulators in Japan organise themselves 
to allow a competing market, and "two 
years is quite a long lead time" in finan- 
cial markets. 
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Dividing the yen price by the dollar price 
yields a Mac-PPP of $1=Y231; but on 
September 1st, the dollar's actual ex- 
change rate stood at Y154. The same 
method gives a Mac-PPP against the D- 
mark of DM2.66, compared with a cur- 
rent rate of DM2.02. Conclusion: on 
Mac-PPP grounds, the dollar looks under- 
valued against the yen and the D-mark. 

Sterling is different. The Mac-PPP for 
the pound is $1.45 (69p to the dollar), 
within a whisker of the actual rate of 
around $1.49, But the pound's Mac-PPP 
against the D-mark is DM3.86, suggest- 
ing that sterling is undervalued at 
DM3.02. British industrialists, who 
squeal about the pound’s current 
"strength", will now like hamburgers 
even less. 

The Australian dollar appears to have 
been heavily oversold; it is 34% below its 
Mac-PPP rate against the American dol- 
lar. Meanwhile, the Irish pound seems to 
be spot on. However, our correspondent 
in Ireland has uncovered an opportunity 
for arbitrage. This month, a Big Mac can 
be enjoyed in Dublin for just 20 tokens 
from milk cartons. 

The hamburger standard provides the 


Hongkong shares 


Bulls in the China 


shop 


HONGKONG 


Hongkong's stockmarket has stopped 
worrying about politics and is thinking 
instead about that old Hongkong hobby, 
property. A recovery in property shares, 
helped by the return of buying by foreign 
investors after more than six months' 
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United States with strong evidence for its 


, contention that Asian NICs (newly indus- 


trialising countries) ought to upvalue 
their currencies; they are more or less 
tied to the dollar, so their exchange rates 
have barely budged during the past 18 
months. A hamburger costs 64% more in 
Washington than in Hongkong—ie, on 
Mac-PPP grounds the dollar is 64% over- 
valued against the Hongkong dollar. It is 
o 23% too high against the Singapore 
ar. 


Caveat hamburger 

The hamburger standard has its limita- 
tions. Using purchasing-power parities 
to forecast movements in exchange rates 
can produce misleading results. For in- 
stance, price differences between coun- 
tries can be distorted by taxes, transport 
costs, property costs or such things as the 
famously high retail mark-ups in Japan 
and West Germany. 

A more serious objection is that a PPP 
simply indicates where exchange rates 
should be in the long run if price levels 
were the only difference between coun- 
tries. In fact, there are many other 
differences. So even though PPPs are 
handy for converting living standards 
(GDPper person)into acommon currency, 
they are not necessarily the best way to 
judge the exchange rate needed to bring 
the current account of the balance of 
payments into equilibrium". Confused? 
Some economics can be hard to digest. 





reticence, means that the Hang Seng 
index could soon reach 2,000 for the first 
time. Many brokers predict another rise 
by the end of the year to take the index to 
between 2,300 and 2,500. 

Foreigners' change of heart pushed the 
Hang Seng to a record 1,952 on August 
llth, with the highest daily trading vol- 
ume since February 1984. Japanese buy- 
ing was prominent, thanks to new rules in 
Japan allowing pension funds and life 
insurers to invest a larger proportion of 
their assets offshore. Since then, mild 

` profit-taking and rather mixed interim 
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company results have pulled the index 
down to 1,946. Many analysts think this is 
just a temporary pause. 

Hongkong's recovery is not matching 
last year's 50% increase in return (capital 
gain plus dividend). But this year's rise is 
much more soundly based than 1985's, 
when the market's only focus was politics. 
In 1983-85, any disagreement between 
Hongkong and the Chinese government 
triggered a crisis of confidence. By con- 
trast, with worries about Hongkong's fu- 
ture shelved, market-men have ignored 
the current local campaign against Chi- 
na’s decision to build a nuclear power 
plant on the border with Hongkong. 

Hongkong's economy is helping. Inter- 
est rates were cut in August, lowering 
banks’ prime lending rates to 6.5%. Loud 
sighs of relief greeted the failure of Amer- 
ica’s Congress to override President Rea- 
gan’s veto of a bill to limit Hongkong’s 
textile exports to America to 1981 levels. 
And Hongkong’s financial secretary, Mr 
Piers Jacobs, now says that earlier predic- 
tions of real GDP growth for 1986 of 4% 
might have been too conservative. 

The biggest excitement is in property, 
which accounts for 30% of the Hang Seng 
index. The supply of prime office space is 
expected to contract until new sites come 
on to the market in 1987. Japanese inves- 
tors have recently made big purchases of 
office and industrial sites in Kowloon and 
the New Territories. Corporate purchases 
of residential property, boasting yields of 
15-20% , have helped shares. 

A flurry of leading companies’ results 
in September will give a signal. They are 
expected to be the first in more than a 
year to be clear of bankruptcies in bank- 
ing and shipping. The Hongkong and 
Shanghai Banking Corporation’s recent 
report of 8% growth was reassuring after 








disappointing results from its subsidiary, 
Hang Seng Bank. 

For long, Hongkong was overshad- 
owed by the falling American dollar (to 
which its currency is tied) and the Tokyo 
stockmarket's rapid rise. The American 
currency may be steadying and the Tokyo 
market seems to have risen too far. So 
many American pension funds, which 
keep a slot in their portfolios for Asian 
stocks, will be tempted to take profits in 
Tokyo and move some of the money to 
Hongkong. 


Ecuador and Venezuela 


Unsung debtors 


WASHINGTON, DC 


Despite recent signs of a recovery for oil, 
Ecuador and Venezuela both face a big 
gap in foreign-exchange revenues and 
government budgets thanks to this year's 
lower oil prices. Ecuador's foreign-ex- 
change revenue looks likely to be $1 
billion lower than originally projected, 
while Venezuela's will be down by about 
$5 billion. Both, sensibly, have respond- 
ed by allowing their currencies to devalue 
to boost exports and reflect the adverse 
terms of trade. Ecuador's business-mind- 
ed president, Mr Leon Febres Cordero, 
has been more vigorous than Venezue- 
la's. He had to be: Ecuador has only 
about $145m in foreign-exchange re- 
serves; Venezuela has some $15 billion. 
Help is at hand for Ecuador. In Sep- 
tember, the country is likely to obtain 
$220m in new short-term money from 
commercial banks. The loan, arranged by 
Banque Paribas, was expanded from 
$200m because it was over-subscribed, 
such is Ecuador's reputation. The loan is 
self-liquidating over 18 months, secured 
by oil-export contracts signed by the state 
oil company. This will be the first time 
that a Latin American debtor which has 
gone through an IMF-sponsored restruc- 


turing has voluntarily been offered new 
commercial-bank money. 

Before oil prices crashed, Mr Febres 
had been encouraging foreign bankers 
with tales of low inflation, a balanced 
budget and a trade surplus; he did not 
mention his rather overvalued exchange 
rate. When trouble came, he responded, 
albeit belatedly, by floating (ie, sinking) 
Ecuador's exchange rate on August 12th 
in the hope of encouraging non-oil ex- 
ports and holding down imports. 

Ecuador reckons its non-oil exports 
will top expectations this year. Coffee and 
cocoa are doing well, and the country 
claims to have regained its position as the 
world's biggest exporter of bananas. Mil- 
lions of shrimps are being bred in about 
65,000 hectares of ponds for export to the 
American market. Ecuador has even 
found some gold—handy with gold prices 
breaking through $400 an ounce. With 
$300m-400m-worth of project loans ef 
pected from the World Bank, Inter- 
American Development Bank and the 
Andean Reserve Fund, Ecuador says it 
should be able to carry on servicing its 
foreign debt of $8.8 billion. 

Venezuela had also said it was self- 
reliant before oil prices slumped, with a 
balanced budget, low inflation and 
friendly commercial banks. It now hopes 
that its downward-floating exchange rate 
will stimulate exports, discourage imports 
and attract tourists. Exports of steel, food 
and even textiles are increasing. 

Unfortunately, Venezuela's paternalis- 
tic state still has a heavy hand. Many 
prices remain controlled. Some imports 
of food and finished products are to be 
banned. High tariffs make much of indus- 
try over-protected and uncompetitive. 
Tax collection is erratic. The state sector 
accounts for 4196 of GDP. There are about 
500 state firms, many of them losing. 
money. The government plans to chang ` | 
some of this. But it seems unlikely that it - 
will be able to cover that $5 billion drop in 
export revenue without more pain. 





Ecuador is the big banana again 
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American carmakers - 


Auto banks? - 







DETROIT 


The finance companies of America's three big carmakers have trunks 
full of spare cash. They are still making loans to car buyers, but are also 
guzzling up. financial services firms. By 1990, these subsidiaries of 
Chrysler, General Motors and Ford will look a lot more like banks 


Between them, General Motors Accept- ` 
ance Corporation (GMAC), Chrysler Fin- : 


ancial. and Ford Motor Credit provide 
finance for more than a third of all the 
cars sold by their parents. They are in a 
competitive business: on August 29th 
Ford and Chrysler reduced the interest 
they charge on three-year car loans to 
2.9% and 3.6% respectively, the lowest 
anybody can remember. The smaller 

merican Motors plans to offer interest- 

ee loans. All were responding to 
GMAC’s cut in its rate for three-year loans 
the week before to 2.996. 

Until recently, the bulk of the finance 
companies' business came from car loans. 
Not for much longer. Strong profits in 
recent years and the promise of even 
richer pickings from financial services are 
encouraging them to branch out. Car- 
making is a cyclical industry. Witness the 
announcement on September 2nd that 
Standard & Poor's, the credit-rating 
agency, is to reconsider GM's credit rating 
because of its patchy earnings. The car- 
makers hope that profits from financial 
services will smooth the erratic returns 
from car sales. 

Together, GMAC, Ford Credit and 
Chrysler Financial boast assets of $123 
billion. Their combined profits after tax 
last year were $1.6 billion (see chart). In 
1985, all three made acquisitions, ranging 

m mortgage banks to leasing compa- 
nies. They will make more. 

If it were a bank, General Motors 
Acceptance Corporation would be Ameri- 
ca's fifth biggest, larger even than Mor- 
gan Guaranty. In 1985, it had $75.4 
billion in assets and made a post-tax profit 
of $1.02 billion. Since buying Colonial 
Group, a mortgage bank, for $190m last 
year GMAC has become the second-big- 
gest mortgage-service company in Ameri- 
ca, Its gross sales in one recent week of $1 
billion-worth of Euro-commercial paper 
make it the biggest borrower by far in that 
fledgling market based in London. It is 
already the largest single issuer in Ameri- 
ca's commercial-paper market, with $30 
billion-worth (or some 10% of the total) 
outstanding. 

It will not be easy for GMAC to grow as a 
financial-services group. Because it is so 
big, the sprats. it can gobble have little 
effect on its shape. In the past two years, 





IE ECONOMI IER S 


_it has spent $365m on Colonial and anoth- 


er mortgage-service company, Norwest 
Mortgage. Yet profits from these acquisi- 
tions will probably account for only about 
10% of GMAC's 1986 profits. 

The immediate aim of GMAC's chair- 
man, Mr Robert Murphy, is to buy com- 
panies with the same sorts of skills needed 
іп making саг loans—ie, screening cus- 
tomers for credit risks and administering 
loans cheaply by computer. He chose 
mortgage-servicing because it is a high- 
volume, low-margin business like car 
lending. And the longer maturity of mort- 
gages helps to balance the mainly short- 
term car loans on GMAC's books. 

At the moment, GMAC gets less than a 
tenth of its profits from insurance. That is 
likely to change. GMAC already offers 
insurance services to General Motors's 
800,000 employees. Mr Murphy wants to 
extend the same service to outsiders. He 
also wants to take deposits through 
GMAC's 250-odd branches. Since Decem- 
ber 1985 GMAC has raised more than $1 
billion from present and former employ- 
ees of General Motors, and through issu- 
ing demand notes (a form of promissory 
paper) to GM's dealers. 

Ford Credit is the only one of the big 
three to have bought a savings and loan 
association. Its $500m purchase last year 
of First Nationwide, then America's ninth 
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` biggest thrift, brought two main advan- - 
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tages: 1m extra customers to add to the 
3m or so Ford Credit already had; and the » 
ability to take deposits as well as to máke 
loans. Ford Credit's various offshoots are. 
already intertwined. Ford Credit makes - 
car. loans. which are sold on to First 
Nationwide, while Ford Life Insurance 
insures loans made by First Nationwide's 
consumer-finance subsidiary, TranSouth : 
Financial. Profits from such deals look set 
to grow, ' 3 

Six years ago, when its parent was on 
the edge of bankruptcy, Chrysler Finan- 
cial’s bankers were running for cover. 
Banks have since become so keen to lend: 
to it that the firm was last year one of the 
biggest single borrowers of short-term 
money on Wall Street. It has $6 billion in 
commercial paper outstanding. In the two 
years to the end of 1985, its assets more = 
than doubled to $15.9 billion. Most of the 
increase followed the purchase last year 
of E. F. Hutton Credit, later renamed 
Chrysler Capital, for $150m, and of Fin- 
anceAmerica, now Chrysler First, for ^ 
$405m. 

Mr Robert Miller, Chrysler Financial's. 
chairman, and a vice chairman of һе. 
parent company, has taken to heart the 
lessons of a few years ago, when Chrysler 
Financial’s overdependence on car loans 
contributed to the near collapse of its 
carmaking parent. As car sales fell, 
Chrysler's banks pulled in their credit 
lines just when these were most needed 
for survival. Mr Miller wants car loans to 
account for no more than half of Chrysler. — 
Financial's assets by 1991. Only then will. 
he consider floating off part of the compa- 
ny on the stockmarket. His bigger com- 
petitors, GMAC and Ford Credit, may get : 
there sooner. 5 
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The International Magazine 
for Money, Business and Property Offshore. 


| What Churchill said 
about the Russians 
is no longer 
true about 
offshore finance 


There are now more than 40 offshore financial centres 
in the world, and the investor who knows more than one 
or two of them knows a great deal more than his neigh- 
bour. For. most people, offshore finance remains, as 
Churchill once said of Soviet Russia, a riddle wrapped in a 
mystery inside an enigma. 

Happily, the offshore world is now to be made plain, 
with the publication of a new and fascinating interna- 





tional news magazine, Offshore Investment. The first 


edition is out NOW. 
The only magazine of its kind anywhere, and with 


correspondents and professional contributors in each of 


the principal offshore centres - from Switzerland to Hong 
Kong, from Gibraltar to the Bahamas, from the Irish Sea 
to the Pacific, Offshore Investmentis the insider's guide to 
. offshore money. 
What is on offer in each ofthe world's offshore jurisdic- 
` tions? Offshore Investment team of international lawyers 
will tell you. Which major offshore centres have just 
promised to reveal all to Uncle Sam? Offshore Investment 
knows. Buying a house overseas? Offshore Investmenthas 
à better way to do it. 

The first edition is available to private, professional, 
and corporate subscribers now. Can you afford not to 
know what is happening? 

To: Subscription Registry, Offshore Investment, 

Box 222, Guernsey, British Channel Islands. 


Please enrol me as an annual subscriber to your magazine, and send me 
an introductory copy of your first edition free of charge. My cheque to 
cover the costs of the next 12 issues is enclosed, in the amount shown 
below. I reserve the right to cancel my subscription without obligation 
within 10 days of receiving my copy of the first edition, in which case 
please return my payment in full. 


NAME 
COMPANY 
ADDRESS 








:25, 8t Jamess Street, London SW1A1HG |. 


£30/$45 | £35/$53 | 240/860. | £43/$65 


Dand 
Technology 
Management: 


Approaches that succeed 


Sheraton Hotel. Brussels. December | 2 1986 


How can R&D and technology management be used to 
create a competitive edge? What steps have been taken by 
some of the world’s outstanding companies to achieve 
success in R&D? Why are cooperative approaches and 
joint ventures in R&D important? How should the R&D 
function be structured and organised? How should R&D 
staff be recruited, managed and retained? . .. 


These are just a few of the issues to be addressed at the 
R&D and Technology Management conference, jointly 
organised by The Conference Board and The Economist 
and chaired by Sir Kenneth Durham, chairman of | 
‘Woolworth Holdings and former chairman of Unilever. 
Among the speakers at the conference are the top 
managers of AT&T Bell Laboratories, the Atomic 
Energy Authority, Daimler Benz, Lafarge Coppée, 
Montedison, Nestle, the Nokia Corporation, Philips, 
and Sumitomo, as well as senior representatives of the 
European Community and leading consultants and 
academics. 


The conference has been specifically designed for 
Presidents, Managing Directors, Vice Presidents of 
R&D and Technology, Directors of Strategic and 
Corporate Planning and Vice Presidents of Human 
Resource Management. It will also be of interest to: 
senior government officials involved in national and 
international technological and R&D activities; Deans of 
scientific and engineering faculties; Directors of research. 
institutions; and management consultants specialising in 
this area. 


Please send me further details on the conference on R&D and 
Technology Mariagement, Brussels, December 1-2, 1986 
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Return to: Catherine Mortier _ 
The Economist Conference Unit, | The 


Telephone: 01-839 7000 Ext 420. Economist B 


Telex: 24344 ECON G Attn Conf. Unit 
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Blame the messenger, not 


the message 


There are two. ways to fight a mosquito- 
‘borne disease. One is to develop a vac- 
cine or a drug; the other is to try to break 
the life cycle of the disease by dealing 
with the mosquito. Most of the money 
ent on research into malaria, yellow 
к and the like goes on the medical 
approach. Yet the other way seems more 
promising. It was, after all, the draining 
of mosquito-infested swamps, not drugs, 
that rid Europe of malaria. 

The protozoan parasites that cause ma- 
laria are adept at evolving resistance to 
each drug that is thrown at them; most 
vaccines would be just as easily evaded. 






AIDS can be spread by infected blood in 
hypodermic needles. Mosquitoes em- 
ploy small hypodermic needles to drink 
blood. Therefore, mosquitoes spread 
AIDS? Almost certainly not. 

Last week, Dr Jean-Claude Chermann 
of the Pasteur Institute in Paris an- 
nounced he had found clues that the AIDS 
virus may be present in some African 
insects such as mosquitoes and ticks, Of 
50 species of insects from Zaire that he 
tested, nearly all carried genetic material 
resembling AIDS virus genes. Of 30 spe- 
cies from the Central African Republic, 
only two—mosquitoes and ticks—con- 
tained the material. Of several insects 
from Paris that he tested, none had it. Dr 
Chermann has also developed a test to 
detect the molecules that accidentally act 
as receptors for AIDS viruses in human 
cells. He again found that African insects 
carry the receptors, while French insects 
dó not. 

These results can be explained in sev- 
eral ways. The genetic material could 
bear а coincidental resemblance to AIDS 
virus genes. Or the mosquitoes could 
have. got viruses from. their victims, but 
not been able to pass them on. These 
uncertainties are reinforced by Dr Cher- 
mann's finding that cockroaches from 
Zaire have the AIDs-like genetic materi- 
al. Cockroaches do not suck blood. 
Insects have not been the main spread- 
ers of AIDS іп Africa or anywhere else. 











The other mosquito-borne diseases are 
proving just as intractable. Filariasis, 
caused by worms that produce the gro- 
tesque disfigurement of elephantiasis, ru- 
ins many lives though it does not kill. 
Among the viruses carried by mosqui- 
toes, Dengue fever, yellow fever and 
Japanese encephalitis do the most dam- 
age (see chart on next page). 

The diseases do not just use the mos- 
quitoes to get around. They also breed 
inside the insects. Consider the peculiar 
metamorphoses of the malarial protozo- 
an. When a female anopheline mosquito 
(the type that carries malaria) sucks the 


Mosquitoes do not spread AIDS 





"Pull out, Betty! Pull out! . .. You've hit an artery!” 


The infection is largely confined to sexu- 
ally active adults, plus young children 
infected congenitally. Very few young 
teenagers have the virus. Mosquitoes are 
not known to shun teenagers and seek 
out prostitutes. 

Other blood-borne diseases (eg, hepa- 
titis) are not spread Бу mosquitoes. 
Those that are have carefully evolved to 
exploit their vectors. For example, ma- 
larial parasites reproduce in the insect as 
well as in man and also migrate inside the 
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blood of a person infected with malaria, 
she ingests the female and male forms of 
the malarial parasite (called “gameto- 
cytes”). These then reproduce and enter 
her stomach wall where they mature into 
“oocysts”, which subsequently burst, re- 
leasing many “‘sporozoites” into the mos- 
quito’s body. The sporozoites then make 
their way to the salivary glands ready to 
be injected into somebody else, where 
they will turn into “merozoites”. 

Something similar happens with filaria- 
sis. Tiny worms in the blood of a sufferer 
are taken up by a feeding mosquito, | 
where they penetrate the stomach wall 
and burrow into the insect's flight mus- 
cles. There they undergo several transfor- 
mations, after which they move to the 
biting parts of the insect to crawl through 
the puncture left by the insect in the skin 
after it has had its meal of blood. 

The viruses are just as devious. Dr. 
Colin Leake of the London School of 


mosquito to its salivary glands, whence 
they are injected with its anticoagulant. 

The AIDS virus can do none of these 
tricks. Dr Colin Leake at the London 
School of Hygiene and his colleagues are 
now trying to grow AIDS viruses in insect- 
cell cultures in the laboratory but do not 
expect to succeed. 

It is possible that a mosquito could fly 
from one person to another with blood 
on its proboscis and take the virus with 
it. Bed bugs may spread hepatitis B this 
way. But mosquitoes would do this only 
when interrupted in mid-course; if they 
get a full meal, they do not feed again 
until the first has been digested. 

Besides, there is increasing evidence 
that AIDS viruses are so scarce in infected 
blood that it takes a substantial transfer 
of blood—transfusion or frequent injec- 
tion with a large heroin needle previous- 
ly used by an infected person—to pass 
the virus. One study found that, of 543 
nurses who have accidentally cut or 
stabbed themselves while tending AIDS 
patients, only two caught the virus. The 
amount of blood on an interrupted mos- 
quito's proboscis is tiny. 

Dr Chermann admits that his findings 
raise more questions than answers—but, 
he says, the knowledge could help in the 
development of AIDS treatment. If the 
AIDS virus receptor in insects resembles 
closely that in man, it might be possible 
to develop potent antibodies against the 
AIDS virus based on this receptor. He 
plans to try with receptors from Dro- 
sophila fruit flies. — 
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Hygiene. and Tropical Medicine has 
found Japanese encephalitis in the eyes 
and nerves of the mosquito. Perhaps, as 
rabies does to dogs, the virus may alter 
the mosquito’s behaviour so that it bites 
its human prey more often. 

In the 1960s, DDT and other insecticides 
were used to reduce mosquito numbers in 
a vain attempt to eradicate malaria. The 
mosquitoes soon evolved resistance. Sub- 
er. ways: of controlling mosquitoes are 
now being sought. As everybody knows 
from experience, insects pick on some 
people more than others. Scientists from 
the London School of Hygiene have 
found that an individual's susceptibility 
can differ for different mosquito species. 
But it is not clear what the mosquitoes are 
‘seeking. According to Dr Gordon Port of 
the University of Newcastle upon Tyne, 
_ although blood type, sex, skin colour and 
age are all thought to play a role, none 

appears to be pre-eminent. The only sure 
way to avoid being bitten is to use insect 
repellents and mosquito nets. 

A. few scientists are looking at the 
- possibility of using other animals to con- 
¿trol mosquito populations. Tilapia fish 
eat mosquito larvae. A recent two-year 
study in Africa showed than when the fish 
were introduced into the water supply, 
.. the number of mosquito bites suffered by 
local people fell by up to 80%. But in 
many places mosquitoes breed in pools 
too small for the fish. 

Two Dutch researchers, Dr Alphonse 
Feldmann. at a. government-owned lab- 
-oratory in Wageningen and Dr Tivy Pon- 
,.nuduray at the University of Nijmegen, 
7 ате trying to fathom out why only certain 
“Mosquito species carry disease and why 
своте are better at it than others. Dr 


malarial parasites in human blood cells 
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© nematode worm 


; Viruses 


.Ponnuduray refined a cell culture so that 


. can mature into gametocytes in the lab- -s 


Etfect 


200m cases a year 
1.5m deaths a year 


280m existing cases 


40,000 new cases a year 
in Thailand* 


20,000 new cases a year 
6,000 deaths 


epidemics  - 


oratory and be used to infect mosquitoes. 
This enabled Dr Feldmann to select a line 
of "refractory" mosquitoes; which are 
100 times less likely to become infected 
with malaria, probably because they re- 
lease an enzyme which destroys the para- 
site. Similarly, Dr Bruce Christensen of 
the University of Wisconsin in Madison 
has found that the harmless mosquitoes 
that are unable to transmit filariasis re- 
lease a chemical in their stomachs, which 
kills filarial worms. 

Eventually, these scientists hope. to 
breed strains of refractory mosquitoes to 
be released into the wild to breed with 
those mosquitoes that do transmit the 
diseases. One short cut may be to isolate 
the genes that are responsible for confer- 
ring susceptibility to infection on the 
mosquito. Dr Feldmann thinks he may 
have done this. If he has, he could 
eventually make genetically. engineered 
mosquitoes that are less good at transmit- 
ting disease. 


Fish farming 


No sex, please, 
we're salmon 





The salmon industry is growing in leaps 
and bounds. From British. Columbia to 
Norway, money is pouring into projects 
that rear the fish in large floating cages or 
seawater tanks on land. It will soon join 
the: rest of agriculture as a victim of its 
own success. But only if it can solve one 
problem. That problem is sex. 
Norway is the acknowledged leader in 
salmon farming, having produced more 


than. 28,000 tons in 1985, at a wholesale 


63m). It. has 
65,000 tons by 


г which, 


han 100,000 tons by 1990. 
duction i is forecast to rise 


from 6,900 tons in 1985 to 14,000 tons in 


1987. Iceland has more than 25 new 
projects. · Ireland, Sweden, Finland, 
France, Japan, Chile, the United States 
and New Zealand are all getting into the 
business with enthusiasm. Financial con- 
fidence in the industry i is so strong that at 
least five companies have so far been 
floated on stockmarkets. 

Excessive production will probably 
lead to a collapse in the price of salmon 
and a lot of bankruptcies. When the 
collapse comes, and how bad it will be, 
depend on what is known. within the 
industry as the “grilse factor". Wild salm- 
on spend their youth in fresh water and 
their adolescence іп the sea. When they 
mature they return to fresh water to 
breed and, usually, to die. Many of them 
mature as "grilse"—after only one wi 
at sea. In fish farms; that is unpopular. 
means that females stop growing, divert 
all their energy into making eggs and die, 
while males grow ugly. (and unsaleable) 
“Куреѕ” on their lower jaws, fight, lose 
condition and die. А 

From an economic viewpoint, grilsing 
can be disastrous. Not only have all the 
fish to be marketed at the same time but 
much of the expensive feed (high-protein 
diets made from other fish) will go into 
egg and sperm production—rather. than 
tasty flesh. So, except where the salmon 
are reared for breeding stock, farmers 
frown on sex, even if the fish don't. 

Farmers have made several attempts to 
get rid of sex. It is possible to immunise 
the salmon against sex cells and so cause 
them to kill their own eggs and sperm, but 
this cannot be carried out on a commer- 
cial scale. One method that can was 
devised by a small company on the Isle of 
Man. called Clearwater Trout. It f 
young fish on male (human) hormone? 
The amount required is so small that it is 
less than the fish produce from their own 
glands. It is enough, however, to trigger 
the production of more male hormone in 
the naturally female fish. This effectively 
changes her to him. 

The important difference is that, when 
the sex-reversed female reaches maturity, 
the sperm she produces is still genetically 
female; it carries an X chromosome rather 
than either an X or a Y. So when such a 
fish mates with a al fish, it can 
produce only offspring with two x chro- 
mosomes—ie, females. This removes true 
males from the population at a stroke. 

Getting rid of one sex is necessary for 




































те next stage of the process—sterilisa- 


tion—which would otherwise have.to be 


done at different times to eggs of different 


sexes. Clearwater has developed a special 
thermo-electronic shock . treatment 
when: applied t fo. an egg. at a 








Growth opportunities worldwide 


PRIVATE BANKING 
RE-DEFINED 


A American Express Bank we believe that 
yesterday's concept of “private banking” no 
longer meets the coat of today’s complex world. 
And so our approach to private banking is as 
different, as innovative, as our bank itself—in a 
number of ways. 

For exam bi. we are one of the very few banks 
that specialize in serving international clients, and 
we have over 65 years of experience in this field. 
Today, with 85 offices in 39 countries — one of the 
world's largest networks — we are present in all key 
financial centers of Europe, Asia and Latin Amer- 
ica. In Switzerland, private banking services are 
provided by American Express Bank (Switzerland) 
AG. And, through American Express Bank Inter- 
national, we now serve international clients in the 
major U.S. gateway cities of New York, Miami and 
Los Angeles. 


Exclusive services 
Moreover, we offer an exceptionally broad spec- 
trum of services, including Gold Card® privileges 
through American Express Bank and our exclusive, 
round-the-clock Premier Services?" for the busi- 
ness and personal travel needs of certain clients. 
Another example, our asset management. In 







^s. American Express Bank Ltd 


addition to full-time, professional portfolio man- 
agement, we give you access to the investment 
opportunities provided by the worldwide Ameri- 
can Express family of companies. Result: you have 
an unequaled choice of ways to protect your assets 
and make them grow. 


Your personal advisor 


To help you benefit from this broad array of ser- 
vices, we assign one of our Account Officers as 
your personal advisor, An experienced profes- 
sional, he coordinates American Express Bank’s 
global resources on your behalf, supported by one 
of today's most advanced telecommunications and 
computer networks. 

Private banking re-defined, by American Express 
Bank : personal, innovative, fine-tuned to the special 
needs of international clients. For more information 
on how this unique concept can help you reach your 
financial goals, contact us today. In Hong Kong, 
telephone 5-844 06 88; in Singapore, 226-6330. 


American Express Bank Lid. is a wholly-owned subsid- 
iary of American Express Company, which has assets 
of more than USS70 billion and shareholders’ equity in 
excess of USS5 billion. 





AMERICAN 
EXPRESS 
BANK 


Exceptional service in private banking 





An American Express company 
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If you've been to The Californias lately, you know there's a new 
_ momentum, a new attitude that has made change a part of public 
policy and public policy a part of change. 

Yes, The Californias comprise the world's seventh largest 
economy. And, yes, we may be the fourth largest by the year 2000. 
But it won't be because мете lucky or nice. It will be because we 
made it happen. 

We're taking care of business. Were making it easier. 

Maybe that's why nearly thirteen hundred companies a 
чу expanded here in the last three years. 

The signs are everywhere, 
and they all say the same thing. | | е Califor | lu: 

They all Say "Go? California Department of C ommerce 


Office of Business Development, PO. Box 9278, Dept. 55A 
Van Nuys, CA 91409 


The Californias put 

= y more money into its 
M public education system 
grammar schools, high 
schools, universities anc 
post-graduate schools — 
than any other state. 
Well spend $21.6 | 
> billion this year Th 
а 35% increase over 
three years ago. 


























Californians bought 
nore retail goods in 
'985 than Texas, 
Arkansas, Louisiana, 
та Oklahoma. 
combined. Over $160 
Шоп. (That's up 40% 
rom 1980.) The state’s 
otal personal income 
or 1986 is forecast to 
row 20% faster than 
he rest of the nation. 
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The Californias 
have seen nearly $35 
billion of new 
commercial and 
industrial construction TÉ vits ; 
since 1980. But we still If you've priced 


have all the land you I Ж. duo Ek 

need, at every price— New York lately 

including more fully- $50 per eps 

improved business parks foot ber year | 

than anywhere else in ind ur bri SA f 
't takes a real leader the world. you. Compare 


o say this: The that with a 








Californias ringside seat on 
we #23. In The Pacific 
xverall tax ' Rim for just 
rden.ln WEZ $26 or $30 in 
1976, we Los Angeles 
ёге #4. or San 
jo had a Francisco. 
¿llion and a 

salf dollar deficit 

и 1982. Now we 

Lave almost a billion 

lollar surplus. | 

Nithout a general tax 

1CFease. 


The Californias will spend 

$3 billion on streets, 

sewers, water delivery and 

related infrastructure this 

year Thats 1/3 more 

than 1984. (And an 
additional $16 

' billion expenditure 

before 1990 has 

_ been proposed.) 









he North-West-German-State-Lottery 
45е only lottery that offers extreme 
. high prizes compared to the limited 
issue of 500.000 tickets. The lottery runs over 
period. of 6 months, one class per month ~ 
6 classes in all. 

‘Draws are held in public each friday and are 
ervised by government officials. The re- 
s are published monthly in an official 
ning-list. 

The number and the amount of prizes are 
:d before the commencement ofthe lotte- 

hus each ticket-number ís in the game 

and has an equal chance of winning. All pri- 

are quoted in German Marks (DM), one 

the strongest currencies in the world. 


ickets can be ordered from anywhere 
round the globe in a half yearly subscrip- 
ion. We offer full (1/1) tickets, which when 
drawn, receive the whole prize, half tickets = 
half prize and quarter tickets accordingly. 

The. ticket-numbers are registered in your 
name before they are mailed, thus insuring 
0096 security for you in case of loss. The 
full-service fee is as little as DM 21.- (other 
lotteries charge more than 60% of the billed 

































*. TICKETS ARE LIMITED: 500.000 
ж GUARANTEED PRIZES: 200.568 


OVER 169 MILLION D-MARKS IN 
PRIZE MONEY 


MONTHLY PERSONALIZED STATE- 
MENTS OF ACCOUNT 


INSTANT INDIVIDUAL AND CONFI- 
DENTIAL NOTIFICATION OF WIN 











DM or 


US$* or £* 


OF 2,000,000.00 DEUTSCH-MARKS 





.SUMMARY OF MAIN PRIZES 


2 PRI: JF 2.000,000.00 DM 


OF 1.000,000.00 DM 





180 prizes of 100,000.00 DM 
or 18 prizes of 1,000,000.00 DM 


5 prizes of 80,000.00 DM 
5 prizes of 75,000.00 DM 
4 prizes of 70,000.00 DM 
4 prizes of 60,000.00 DM 
33 prizes of 50,000.00 DM 
33 prizes of 40,000.00 DM 


Plus over 200,000 prizes 
up to 35,000.00 DM. 





THE LOTTERY CONSISTS OF 6 MONTHS. 


14,658 prizes = 8,472,000 DM 
11,050,000 DM 
13,825,000 DM 
17,718 prizes = 16,695,000 DM 
19,665,000 DM 

. class: 117,152 prizes = 99,960,000 DM 


1. class: 


H 


. class: 15,604 prizes 


li 


. Class: 16,661 prizes 


il 


2 
3 
4. class: 
5. class: 18,775 prizes 
6 


Start of next lottery: March 1987 
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HOW TO PARTICIPATE 


ou order your ticket on the order 
coupon below. Within days you receive 
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and the official drawing schedule with rules 
and regulations. 
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charge) or in cash via registered air mail (cash 
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next class via air mail. 
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diately receive a winning notification. 


Your prize-money will be transfered to you 
within one week of your request by check. Of 
course, if you hit a jackpot you can come in 
person to collect your prize in cash, 


Ifyou are already our customer, please do not 
order, because you receive the ticketautoma- 
tically for the next lottery. 


You can be sure you will receive fast, honest 
and confidential service. Now it is up to-you, 
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We wish you lots of luck. 
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If coupon is missing, write for information. 
weddwg,  Lotterie-Einnahme Hameln 
KuhlmannstraBe 1A 
D-3250 Hameln, W.-Germany 


ee ee eee eee eee UEM IMEEM А. 


I try my luck and order! =. м b 
All classes (ist - 6th class) 77. Lottery, beginning «m» to: 


September 26, 1986 to March 20, 1987, 
оша the Nordwesideutsche Klassenlotterie 


Lotterie-Einnahme Hameln <q 


KuhimannstraBe 1A 
D-3250 Hamein W.-Germany 


Please print in 
clear letters. 


Miss С] 






























Wild—and intact 


cific point in the development of the 
embryo, effectively splits two pairs of 
chromosomes—leaving a "trio" and a 
"single". The single degenerates, leaving 
"triploid" fish. 

This triploidy happens naturally but 
rarely in some species, and it always 
makes them sterile. Clearwater's tech- 
nique increases the triploidy rate to more 
than 85% and can be used to sterilise 
1.5m eggs a day (which would, in a good 
farm, result in 1m or so saleable fish, or at 
least 3,000 tons of pink flesh). The treat- 
ed salmon eggs produce salmon that re- 
main silvery all year, put on weight 
Steadily and fast and have oilier meat 
(which is much better for smoking). And, 
imost important of all, it is the farmer, not 
khe salmon, who decides when the fish 
goes to market. 


ernobyl 


ounting cancers 


VIENNA 


Whatever the future holds for those who 
Were living close to the Chernobyl nuclear 
plant last April, they will have the dubi- 
Dus privilege of receiving the closest med- 
ical attention ever paid to a population 
group of such a size. In all, 135,000 men, 
women and children were evacuated from 
within 20 miles of the reactor. 

The Soviet government has already 
announced plans for a detailed register of 
jall those who may have received medical- 
lly significant doses of radiation. Those on 
khe register will be followed for the rest of 
kheir lives. Children and grandchildren of 
khose most heavily exposed will also be on 
khe register to track any birth defects that 
сап be blamed on the accident. 

The register will serve scientists as well 
fas doctors. Because everybody is exposed 
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to varying levels of natural low-level 
radiation and because low-level effects 
are easily “drowned” іп the natural can- 
cer rate, it is hard to tell how much cancer 
is caused by low exposure to radiation. 
Yet it is on assumptions about low-level 
effects that the notoriously inconsistent 
safety standards are based. 

At last month's meeting at the Interna- 
tional Atomic Energy Authority (IAEA) 
in Vienna, the Russians said that they 
expected up to 40,000 extra deaths from 
cancer among the 75m people living in the 
western Soviet Union as a result of the 
Chernobyl accident. This was based on 
the “no threshold" hypothesis, which 
assumes that the carcinogenic effects of 
radiation remain directly proportional to 
the size of the exposure, however small. 

The Soviet figures were quickly at- 
tacked by other scientists as either conser- 
vative or exaggerated—as many as 
100,000 deaths have been mentioned by 
some scientists in America. At the begin- 
ning of the meeting, IAEA officials, trying 
to be neutral, gave their own figure of a 
maximum of 24,000 extra cancer deaths, 
but later dropped this to 10,000 in the 
light of uncertainties over exposure levels 
offered by the Russians themselves, as 
well as criticism from the West of the 
models used in their calculations. 

The true number killed by Chernobyl 
will never be known, since there will be 
no way of distinguishing those who die 


from cancer as a result of the accident 
from the 10m who can expect to die from 
the disease as a result of other causes. 
But, by studying how many of those 
closest to the accident die from cancer, 
scientists hope to throw light on the effect 
of lower levels of radiation. 

Several Western scientists have sug- 
gested that because of the enormous 
amount of work needed to carry out this 
analysis—even for the 45,000 most heavi- 
ly exposed—it should be done as an 


SCIENCE AND TECHNOLOGY 


international research project involving 
laboratories in many different countries. 
Several countries, including Britain and 
the United States, are keen to become 
closely involved in both the planning and 
operation of the follow-up studies. 

Scientists expect the resulting data to 
be invaluable. Much of what they know 
now comes from the survivors of the 
atomic bombs dropped on Hiroshima and 
Nagasaki, and from patients who have 
had radiation therapy. 

Persuading the Russians to accept a 
full-blooded international study without 
implying that they are unable to do it 
properly on their own will not be easy. 
Diplomatic feathers may be ruffled less if 
the study is carried out under the aegis of 
an international organisation, perhaps 
the IAEA (which has already expressed 
interest) in conjunction with the World 
Health Organisation. 

One organisation scarcely mentioned 
during the Vienna meeting was a founda- 
tion that has been proposed as a private 
initiative by a surgeon, Dr Robert Gale, 
and an oil magnate, Mr Armand Ham- 
mer. Dr Gale had originally announced 
that the foundation, for which a memo- 
randum had already been signed with 
Russia's Central Institute for Advanced 
Medical Studies, would be responsible for 
overseeing follow-up studies of between 
100,000 and 200,000 people. 

However, some people are disenchant- 





ed with the well-publicised bone-marrow 
transplants carried out by Dr Gale on 
some of those most heavily exposed to 
radiation while fighting the fire caused by 
the explosion at the plant. The report 
presented by the Russians to the Vienna 
meeting suggested that, in some cases, 
the bone-marrow transplants may have 
complicated the recovery of radiation 
victims—particularly those whose own 
bone marrow had been trying to regener- 
ate itself. 
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_et me not to the 


rue minds adm 


narriage of 
itimpediments 


tEUROPHILOSOPHY. By Patricia Smith Churchland: MiT Press. £27.50, $37.25. 


Mter rumbling the secrets of tlie atom 
ind the gene, twentieth-cntury scientists 
iave only one real challenge left: the 
in. But can one understand the mind 
Wdescribing the brain? Fainthearts say 
i0: to understand the brain would shed 
ю light on the mind, they reckon, or 
vould be impossible because brains can- 
iot understand brains (in Patricia Smith 
Zhurchland's words, the thing may.be 
‘more.complicated than it is smart"), or 
vould be somehow evil. 
Нож refreshing, then, to discover that 
his book, despite its awful subtitle ("to- 
wards a unified science of the mind- 
srain’’), is a genuine stab at unifying the 
cience of the brain with the philosophy 
»f the mind. Dr Patricia Smith Church- 
and is match-making: she wants to marry 
&euroscience with philosophy by intro- 
fucing the two to each other and persuad- 
ing them that not only are their goals the 
ame, but their disdain for each other's 
work is misplaced. 
Neuroscience is a collection of facts, 
Ё as the following: that when canaries 































n new songs they grow new nerve 
lis; that in sea-slugs, short-term memo- 
works through changes in the ion 
content of cells close to certain synapses; 
lhat there is a man known as HM who, 
after an operation for epilepsy, lost his 
bility to remember anything that hap- 
sened subsequently, yet retains his mem- 
эту, for he now performs complicated 
æsts quicker than he did before the 
@peration—though he has no recollection 
nf having learnt them. 

ТАП these facts concern learning. Yet 
ey are like fragments of maps, which 
only do not overlap, but show differ- 
ent features: one shows mountain ranges, 
another geology and a third political 
ndaries. It is little wonder that neuro- 
iolopists scoff at the idea of publishing 
atlas from this unpromising material. 
nd it is little wonder that philosophers 
onsider the workings of neurons irrele- 
nt at best and misleading at worst to 
heir questions about free will and truth. 













































So Dr Churchland sets about her task 
by teaching philosophers how neurons 
work. The first third of the book is a 
comprehensive and precise survey of neu- 
roscience. 16 would, she concludes, be 
*bone-headed" to expect to understand 
learning and memory without taking into 
account facts such as those outlined 
above, as bone-headed as ignoring hered- 
ity while trying to understand evolution. 





tt all fits together 


It may turn out to be true that certain 
mental states—hopes, beliefs—cannot be 
“reduced” to a pattern of electrical sig- 
nals in neurons. But there are no convinc- 
ing a priori arguments to support such 
wishful thinking, and many to undermine 
it. Laymen may abhor this “reduction- 
ism" and buy books about its opposite, 
“holism”, but that is only because they 
are mistaking it for a denial of emergent 
properties: the fact that computers can 
play passable chess is not diminished by 
the knowledge that all they are doing is 
expressing well-ordered patterns of elec- 
trical signals. 

The author then gives the neuroscien- 
tists an equally cold bath in the philoso- 


Churchland is almost convincing: that 






















phy of science. Most neuroscientists are 
stuck in philosophical pre-history. They: 
either believe, like Bacon, that collecting: 
facts as if they were stamps will painlessly 
give birth to theories; or think, like the 
logical empiricists and Sir Karl Popper, 
that knowledge will accumulate steadily 
from the verification and falsification of 
hypotheses. 

Facts can be endlessly irrelevant. Phi- 
losophers, Dr Churchland says gently, 
have long since moved on from logical 
empiricism and their movement has pro- 
found: implications for the mind-brain 
problem. The destruction of empiricism 
at the hands of Paul Feyerabend and his 
like has “permitted philosophers to see 
that empirical discoveries in psychology, 
neuroscience, artificial intelligence re- 
search and so forth could mould and 
shape and perhaps transmute the lan- 
guage of the mental.” 

But Dr Churchland’s purpose is not 
just to bash heads together—to sing the 
praises of “co-evolution” between philos- 
ophy and neuroscience. It is also to chart 
a course by which a genuine theory of the 
mind may emerge. In this she is less 
successful. The last section of the book - 
describes three new theories that have the: 
breadth; audacity and empirical support 
to attract a lot of attention. 

The first is the tensor network theory - 
derived from work on how the cerebellum : 
controls movement. To reach out and . 
pick up. an apple, you must not only have 
a visual set of co-ordinates to tell you 
where the apple is but a motor set as well, 
telling you where the hand must go: the 
first must be translatable into the second 
and it turns out that a mathematical 
device called a tensor vector solves the 
problem neatly. From this to mind? Dro 

















"representing" an image of your grand- 
mother is, with help from tensor vectors, 
the same kind of problem as representing 
geometrical co-ordinates. 
Her second choice is connectionism, — 
the fruitful idea that networks of neuron- 
like objects, allowed to alter their many : 
interconnections until they relax into a 
simplified pattern, can imitate intelli- 
gence: The third is Dr Francis Crick's 
idea of a spotlight of attention within the 
brain, able to call on different combina- 
tions of neurons. ; 
All these ideas could turn out to be the 
kernel of twenty-first-century man's un- 
derstanding of the mind. But do not bet 
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on it. There is not much except sophisti- 
cation to distinguish such ideas from now 
discarded ones, such as gestalt theory. 
That was just a metaphor. Dr Churchland 
thinks these ideas are not metaphors, but 
"genuine theories. Perhaps. 


: Umberto Eco 
Echoes of Eco 


FAITH IN FAKES, By Umberto Eco. 
Secker & Warburg. 307 pages. £15. 


1 Slowly the curtains part: reverential sym- 
phonic music fades, and a voice an- 
.nounces that the visitor is about to have 
the greatest spiritual experience of his 
life. Revealed is a wax rendition of Leo- 
mardo's “Last Supper", with life-sized 
models. The voice warns that a trip to 
Italy to see the real thing will lead to 
«disappointment; the original is badly 
damaged and certainly inferior. 
Between San Francisco and Los Ange- 
les, there are seven wax Last Suppers, but 
this one is housed in the Palace of Living 
Arts, where the mind has already been 
unsteadied by the figures of Mona Lisa, 
‘from the back, posing for her portrait, 
and of Venus de Milo, in full colour, with 
arms, casually leaning against a pillar. In 
other Californian museums are displayed, 
in vertiginous proximity, scenes and char- 
acters from history and literature, loving- 
ly recreated with much spurious detail. 
"Tom Sawyer may rub shoulders with 
Mozart in the shadow of a cave from the 
film “Planet of the Apes", just after the 
Sermon on the Mount. Reality assumes a 
new meaning. 
Reality is Umberto Eco’s concern. 
с Widely known for his medieval detective 
story, “The Name of the Rose", he is by 
profession an academic, historian and 
¿> teacher of semiotics—the signs by which 
ће world may be described and interpret- 
ed. In a disarming preface, he acknowl- 
edges that his interest in signs provoked 
тапу of the essays in "Faith in Fakes”, 
which were originally published in news- 
papers and magazines and have now been 
superbly translated by William Weaver. 
Mr Eco, the preface-writer, feels that 
Professor Eco is morally obliged to at- 
tempt an interpretation of the world from 
the signs it offers, not only words but 
social behaviour, political acts, artificial 
landscapes. But the essays are not unap- 
proachable or arcane, offering thoughts 
about politics, meditations on television, 
invectives against sport, and travel notes. 
The longest essay is about America. He 
describes the unrestrained showiness of 
William Randolph Hearst's castle, San 
Simeon, where real, priceless European 


antiques. mingle with vulgar imitations; - 


from the Egyptian tomb which doubles as 


a projection room to Ric helieu's (real) 
bed to the gothic crypt in the study to an 
indoor pool combining the Alhambra, the 
Paris Metro and Caliph's urinal. 

There are many such wild Xanadus on 
the west coast, waging battle with the 
past. Mr Eco resists the temptation to use 
them just for a good laugh, but sees them 
as part of the tradition that allowed the 
Romans to recreate. the treasures of the 
Greek world they had helped to de- 
stroy—a feverish attempt to adopt a his- 
tory that, although not theirs, was all they 
had. The casual reference to Romans is a 
typical Eco touch. He brings the full 
range of his knowledge to each subject, 
however trivial or daunting it may seem. 

The Middle Ages, for Mr Eco, bear 
marked similarities to modern society. 
No wonder, he remarks, that there is a 
recurring obsession with the period; and 
he goes on to compare monasteries and 
university campuses, the deaths of Joan 
of Arc and Che Guevara, the kidnappings 
of cardinals and ambassadors. Pop songs, 
cult films, the Red Brigade, Marshall 
McLuhan, Thomas Aquinas, internation- 





al expositions, Afro-Brazilian rites in Sao 
Paolo—all provoke Mr Eco into sparkling 
and original essays. He can produce pro- 
found statements and in the next breath 
claim that culture, to be important, must 
be slightly boring. Who knows what other 
people think about when they listen to 
Beethoven? 

"It. would take a brave man to try to 
guess at his thoughts. He has a glorious 
talent for unexpectedness. Try picking up 
his book in a shop and spending five 
minutes reading his World-Cup essay 
without laughing aloud. Best of all is his 
meditation on the wearing of jeans, a 


habit he я took up again, having 


cut down on drink and Jost weight, He 
found that they forced а new demeanow 
on him, they made their presence felt anc 
this sent him off into the idea of clothes as 
armour and the notion that the world’s 
great. thinkers always wear . loose 
clothes—Socrates, Aquinas, Erasmus, 
Balzac. Thought, he says, abhors tights. 
He's probably thrown away his jeans. 


Jack Jones 
Yesterday's man 


UNION MAN. By Jack Jones. Collins. 
351 pages. £15. 





Anybody opening Jack Jones's autobiog- 
raphy might be tempted to begin near the 
end, because it was only in 1969, when he 
became leader of Britain's largest uni 
the Transport and. General ‘Work 
Union, that he first impinged on the 
British public's consciousness. Їп that 
year, along with Hugh Scanlon of the 
engineering workers, he ‘wrecked ап at: 
tempt by the Labour party to reform the 
unions. In 1975, it was Mr Jones who, 
alarmed by runaway inflation, first. pro- 
posed flat-rate pay rises as a crude, but 
temporarily effective, remedy. 

But the accounts offered here of these 
two episodes reveal little. It is the book's 
earlier chapters that provide clues to Mr 
Jones's leadership style and, more impor- 
tant, to the tragedy of British trade union- 
ism since the war. Jack Jones, born іп а 
Liverpool slum in 1913, tried odd jobs 
before becoming a Merseyside docker. 
Intelligent and pushy, no lover of author- 
ity, he soon found himself championing 
his workmates' grievances. What irked 
him was that, though most of the worke: 
belonged to a union, full-time union « 
cials resented their queries and со 
plaints. "Tin-pot dictators”, they tended: 
if anything, to side with the managers. 

The youthful firebrand soon became à 
full-time official himself: but, even аз 
general secretary of the TGWU in the 
1970s, he never forgot his early sense ol 
injustice. The union was there to serve its 
members, not the other way round. He 
sacked officials for inefficiency and cor: 
ruption. He insisted: on consulting his 
members at all stages of difficult negotia: 
tions, and insisted that any agreement 
finally reached. should be ratified. by 
them. Democracy apart, he believed tha? 
agreements simply would not stick unless 
the affected workers understood and ac: 
cepted them. His was a “bottom-up’ 
leadership style. 

But, if the union officials of Mr Jones’s 
early. world. were tin-pot dictators, thé 
owners and managers were: worse. Those 


were the days before personnel manag: 









rs: Owners were typically pompous, ar- 
ogant and power-hungry, like the little 
aan with the large belly who, in the 
iómbed-out hulk of his Coventry factory 
1 1940, with tarpaulins keeping out the 
ain and wind, nevertheless insisted on 
jaintaining a private directors’ dining 
oom, complete with white tablecloth. 
Vorse, the bosses were often incompe- 
ent. Machinery was old, maintenance 
aadequate; endless production delays 
vere caused by the failure of the right 
juantities of parts and materials to turn 
ip at the right place at the right time. 
mplicit in Mr Jones's description of shop- 
loor life in the 1930s and 1940s is Brit- 
іп'ѕ subsequent industrial decline. 

The tragedy is that he and his trade- 
inion generation decided that, since they 
ould not promote change, they would 
esist it. The book is, as a result, pervad- 
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ed with a sense of irrelevance. While Mr 
Jones was fighting to better his members’ 
conditions in the docks, in the motor-car 
industry, and in the fishing industry, 
Britain’s docks, car plants and fishing 
fleets were in advanced decline. Mr 
Jones’s activities may have accelerated 
their decline, and certainly did nothing to 
slow it up. 

Maybe the author is vaguely aware 
that, the product of one era, he was fated 
to function in another. He retired in 1978; 
but the book does not end with his 
reflections either on subsequent develop- 
ments or on trade unionism's place in the 
modern world. The name of his succes- 
sor, Mr Moss Evans, does not appear in 
the index. Neither do Japan, Taiwan, 
Singapore and South Korea. Mrs Thatch- 
er is mentioned only twice. Maybe the 
subjects were too painful. 





Just their cup of Jennie Lee 


Britain's Social Democrats call the arts “ап issue of state". Taking the 
arts seriously could be a radical departure in British politics 


"he organisation of the arts in Britain is a 
huddle. There is no Ministry of Culture, 
though there is a minister for the arts (he 
ans a small department called the Office 
of Arts and Libraries). Seven ministries 
set involved in one way or other: eg, two- 
Sirds of local-government spending goes 
P the Department of the Environ- 
Went, which is also responsible for main- 
mining Britain's heritage; the arts in edu- 
tion fall to the Department of 
iducation and Science; broadcasting 
somes under the Home Office and the 
idm industry under the Department of 
"rade and Industry. 

. Now the Social Democratic party (SDP) 











empts to sort out some of this müddle. 
"he spp says it wants to establish a 
dinistry for Arts and Recreation, and 
at future governments should give as 
auch attention to leisure as they have 
iccorded in the past to work. 

< The Labour and Liberal parties have 
cently adopted. similar programmes. 
e "crisis in the arts", railed against by 
ir Peter Hall at the National Theatre, 
semoaned by the novelist-turned-televi- 














about in all the arts establishments in 
üritain since the amount of the 1986-87 





sas published a green paper which at- 


ion-pundit Mr Melvyn Bragg, and bruit- 





government grant for the arts became 
known, has made culture a subject of 
serious political debate. The abolition of 
the metropolitan councils, including the 
Greater London Council (GLC), added 
fuel to an issue burning brightly for the 
first time in 20 years. 

In 1965, Miss Jennie (now Lady) Lee, a 
Labour member of Parliament, published 
a white paper, "A Policy for the Arts". 
Appointed Under-Secretary, later Secre- 
tary, of State in the Department of Edu- 
cation and Science, she was the first 
British minister with special responsibility 
for the arts. Under her, a second royal 
charter was granted to the Arts Council of 
Great Britain in 1967, remodelling the 
existing body and channelling its grant 
through the Office of Arts and Libraries. 
This structure has remained largely un- 
changed. Subsidies, though low by Euro- 
pean standards, increased in the 1970s 
and produced a culture boom. Artists 
recall the Jennie-Lee era nostalgically as a 
time when the arts were treated with the 
seriousness they deserve. 

Britain's three oldest political parties 
have interspersed long periods of indo- 
lence about the arts with flash-in-the-pan 
bouts of interest. Some benighted Tories 
still suspect artists of being subversives 
















Top of the form 


Britain has produced precious few great 
artists this century. Fewer still have been 
able to overcome their parochialism and 
create works of international appeal. 
Henry Moore, who died last week at the 
age of 88, was the exception to the rule, 
lauded abroad and lionised at home. His 
massive bronzes can be seen in public 
places throughout Western Europe, the 
United States and even Japan. 

Like many of his contemporaries, he 
turned away from the classical tradition, 
and his early influences were from Mexi- 
can and African art. But he soon devel- 
oped his own style, often returning to 
organic and human forms. Some favour- 
ite themes were the mother and child 
and the reclining female figure. He want- 
ed people to see his monumental figures 
dominating the landscape. 

His fame spread during the second 
world war, when his drawings of Lon- 
doners sheltering in the underground 
were shown at the National Gallery. In 
the 1950s, he emerged as a public sculp- 
tor and received numerous commissions 
both at home and abroad. But the Brit- 
ish were slow to respond. One reclining 
figure at the 1951 Festival of Britain was 
widely ridiculed. It was not until 1972, 
when a gigantic exhibition of his work in 
the Belvedere outside Florence was at- 
tended by 350,000 people, that Moore 
was widely acknowledged to be Britain's | 
most important sculptor. Inspired by 
him, Brítain now has perhaps the best 
generation of sculptors anywhere in the 
world, led by two of his ex-assistants, 
Phillip King and Antony Caro. 

A Henry Moore sculpture can now 
fetch around $1m. Not only early collec- 
tors of his works have benefited. In 1977 
Henry Moore used his wealth to estab- 
lish a foundation to promote the study 
and teaching of sculpture. 































Moore, plus maquette 

















and sexual deviants. They see the estab- 
lished’ arts. as: privileges—therefore dis- 
pensable luxuries in times of belt-tighten- 
ing. Labour rivals of the old 
trade-unionist mould entertain similar 
worries, tormented by the notion the arts 
‚аге elitist. The Liberals’ manifestoes have 
largely ignored the arts. Cultural neglect 
< sometimes seems to be a tri-party policy. 

| The Labour party, at least, is being 
rudely woken up. Red Wedge, a group of 
` artists formed last year by two musicians, 
Раш Weller and Billy Bragg, harnesses 
pop to politics to campaign for Labour. It 
is trying to educate the party itself to take 
a less.cloth-cap attitude to the arts: the 
GLC is held up as a model (the council 












Every autumn begins a ritual that does 
much to ensure that Britain is badly 
governed—the so-called РЕ$С round. In 
clubs and offices around Whitehall, bu- 
reaucrats from government departments 
that spend money and from the Treasury 
which raises it meet to argue about how 
much each government scheme will need 
in the coming year. For the most part, it 
is done in secret. There is one exception: 
the arts. 

The Arts Council of Great Britain 
wants. an increase in the amount of 
money it spends supporting British cul- 
ture from this year’s £110m to around 
£1144m, a rise of 4%. Next week, it will 
publish.a pamphlet called “Partnership: 
Making Arts Money Work Harder". It 
argues that, without the 4% increase that 
the council won last year, the arts strate- 
gy (if that is the word) that it has been 
trying to pursue for the past few years 
will be knocked off course. The argu- 
ment will be public because the minister 
for the arts, Mr Richard Luce, has al- 
ready said that the Arts Council cannot 
have more than a 2% increase, while the 
extra £25m it got last year to offset the 
effects of abolishing the Greater London 
Council will be cut to an extra £21m. 
This will make Britain even meaner than 
it is already (see chart). 

It is no surprise that this bit of the 
autumnal public-spending row should be 
fought out in public because the Arts 

' Council is itself an oddity. It exemplifies 
the "arm's-length" approach to the arts 
which is supposed to ensure that arts 
policy does not get bogged down in 
political-infighting, like the PESC round. 
The minister for the arts is not responsi- 
ble to parliament for the council's day- 
to-day business; that is taken care of by 
appointed grandees. 

. Though the council is the most impor- 
tant arts bureaucracy in Britain, it is by 
no means a substitute for the Ministry of 
Culture that Britain does not have: it is 

merely a recipient of one-third of the 

grant to the Office of Arts and Libraries, 













gave. money to legions 
groups and community arts. projects). Mr- 
: Norman Buchan, the Labour MP charged 
"with developing the. party's arts policy, 






seems receptive to such ideas. His work 
will be cut out for him, though, if he tries 
to proselytise among fellow party mem- 
bers about the benefits of gay theatre or 
the value of "conceptual" art. 

The Labour, Liberal and spp parties all 
agree that a Ministry of Arts should be set 
up, though whether broadcasting should 
come under its umbrella is disputed; so, 
too, is the abolition of the Arts Council, 
which provokes the obligatory split in 
Alliance policy: Liberals in favour; SDP 
against, preferring reform. 


More money, please 


which is the government department 
headed by Mr Luce. The council does 
not make arts policy: it is a buffer 
between government and those who get 
government grants—theatre trusts, Or- 
chestras, ballet companies, etc. 

This British mess is becoming harder 
to sustain. As the Treasury tries to cut 
spending, the Arts Council needs to do 
more to justify itself. To do that, it is 
having to make up some policies as it 
goes along—two in particular. 

Since the mid-1960s, lip service has 
been paid to the idea that more arts 
money should be spent outside London. 
A series of Regional Arts Associations 
are locally what the Arts Council is 
nationally—conduits for public cash and 
barriers to political interference. They 
get 80% of their money from the Arts 
Council. Even on the council's esti- 
mates, arts spending is, head for head, 
twice as high in London as the national 
average; the Policy Studies Institute 
reckons that arts spending is five times 
higher in London (see map). But it is 
easier for the council to save money by 


Public expenditure on the arts 
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England average: 
£1.54 per person 


Spending per 
person, £ 


- =:Does this cross-party agreement signa 

a return to the heady days of Miss Lee? I 
156-ЧОО soon to say, but the spp has ar 
opportunity: to prove itself a “mould 
breaker": Professional politics is riddlec 
with ex-actors (Mr Ronald Reagan: ї 
more prominent than most), former writ 
ers, directors, producers, pop singers anic 
other retired artists: few.of them devot 
their political energies to improving tht 
lot of the arts. Perhaps with Mr Davk 
Puttnam (who made his name as a pro 
ducer at Goldcrest and is now a trouble 
shooter at America's Columbia Pictures 
heading a vociferous arts lobby within the 
SDP, one British political party might take 
its own cultural policies seriously. 








trimming its grant to, say, regional the- 
atres (which also get money from local 
government) than it is to cut its grant to 
the National Theatre (which kicks up an 
almighty fuss when that happens). So the 
council wants to spend more effort and 
money in co-operation with local coun- 
cils, businesses and tourist boards to 
boost regional spending. It also wants to 
have more say in how its money is spent. 
Hitherto, the council has interpreted 
the "arm's length" principle to mean 
that arts companies are free not only of 
political meddling but also meddling by 
the council itself. No longer. In Septem- 
ber, it will start an experiment with the 
sort of assessment procedures that many 
businesses already operate with their 
employees: how have the companies 
fared at the box office? How well have 
they worked with the community? How 
many new works have they commis- 
sioned or performed? Twenty compa- 
nies—including the Ballet Rambert and 
the Royal Liverpool Philharmonic—are 
to start filling in the forms. If the council 
begins to apportion money on the basis 
of these reports, it will have to work out 
a far more detailed set of policies than it 
has now. 








Arts Council of 
Great Britain 
spending by region, 
1984-85* 


























* including national- companies 
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East African 
Development 
. .Bank | 


NTERNATIONAL PROPERTY - 


The closer you look at property 
the more you see St Quit in 


ST. QUINTIN-CHARTERED SU RV EYORS-CIT Y OFFICE TELE PHON E:01-236 4040 TELEX 8812619 


Applications are invited from citizens of 
Kenya, Tanzania and Uganda to fill the 
position of Director General of the East 
African Development Bank which becomes 
vacant in April, 1987. The successful 
candidate will be required to take up 
appointment from 1st March 1987. The 
East African Development Bank is owned 
by the governments of Kenya, Tanzania 
and Uganda with its headquarters in 
Kampala, Uganda: Minority shareholders 
are the African Development Bank anda 
number of private foreign banks. 


Responsibilities: 

The Director General who is chief executive 

of the Bank is responsible to the Board of 

Directors for the efficient management of 

the Bank. He is required to direct the overall 

activities of the Bank in such a way that it 
can achieve its stated objectives of 
fostering economic development in the 
three East African states. He should have 
an understanding of the broad aspects of 
development processes and the potential 
forenhancement of economic conditions 
within the region, based on its human and 
natural resources, together with ability to 
identify commercial, technological and 
financial opportunities. 

His main responsibilities include: 

— developing and maintaining high level 
contacts with governments of the three 
member states and with current and 
potential clients in order to promote the 


Bank and further its objectives, particularly 


those relating to regional co-operation, 


— strengthening links and maintenance of 
confidence with international funding 
institutions and donor countries, for the 
purpose of facilitating mobilisation of the 
resources required by the Bank, 


developing and implementing policies in 
consultation with heads of departments, 
and advising the Board on policies and 
actions to enable the bank to further its 
objectives and operate according to 
sound banking principles... 


= providing strategic guidance on the 
'; development of the Bank's corporate 





plan to enable the broad objectives to be 
translated into specific operational 
objectives, 


— monitoring and co-ordinating the 
operational, financial and other activities 
of theBank. Developing a corporate 
approach to management of the Bank 
through effective leadership and 
promotion of team management. 


Job Requirements: 

The ideal candidate should be over 35 
years of age with a suitable educational 
background. He should have adequate 
experience from investment-oriented 
institutions, preferably with international 
exposure, as well as sufficient managerial 
experience to provide leadership to a team 
of highly qualified professional staff. He 
Should be deeply committed to the 
promotion of East African development and 
regional co-operation. Experience from a 
multi-national organization will be an 
advantage, as will a broad knowledge of the 
East African economies. 


Terms of Service: 

The Director General shall hold office for a 
term of five years and may be re-appointed. 
Remuneration is negotiable and will be 
commensurate with the high level of 
requirements and responsibilities. Other 
benefits will include a free well furnished 
residence, car, free water, power, 
telephone and domestic workers. 


Applications in writing, enclosing relevant 
curriculum vitaes and copies of certificates 
should be marked "Personal and Confidential" 
and be addressed to the Chairman, Board of 
Directors of East African Development Bank so 
as to reach any of the offices mentioned below 
notlater than 15th October 1986. 


East African Development Bank Headquarters, 
4, Nile Avenue, POBox 7128, Kampala, Uganda 


East African Development Bank, Kenya Office, 
Bruce House, Standard Street, POBox 47685, 
Nairobi, Kenya 

East African Development Bank, 

Tanzania Office, NIC Investment House, 


POBox 9401, Dar-es-Salaam, Tanzania 





_ British Gas plc 


Notice published under Condition 5 of the 
Authorisation granted and Direction given 
by the Secretary of State for Energy 
to the British Gas Corporation 

 underthe Gas Act 1986. 


Schedule of Maximum Contract Prices 
i Until further notice: 


The maximum unit charge for firm contract supplies 


of gas will be 36.2p/therm. 


The maximum unit charge for interruptible contract 
suppliesof gas will be 30.6p/therm. 


In each case the unit charge represents the maximum 
charge per unit of gas for each type of supply. 


The actual charge per therm for supplies of gas to 
individual customers will be determined by 
negotiation and generally may be less than the 
amount stated above. 


This Statement does not apply to charges for the 
supply of back-up gas pursuant to Section 19 (4) of 
the Gas Act 1986. 


General Statement of Policy regarding willingness to 
enter into Negotiations for Prices of gas supplies to 
Contract Customers 


British Gas declares its willingness in all cases to 
enter into negotiations for prices for the supply of gas 
to all contract customers or potential contract 
customers. In these negotiations British Gas, taking 
account of the relevant circumstances, will not set 
prices so as to restrict, distort or prevent competition 


. . Contrary to the public interest. 


For the three years from the date hereof and subject to 
changes in the value of sterling or major changes in 
oil prices, taking into account price movements in 
competitive fuels and the individual circumstances 
of the demand, British Gas intends to limit increases 
in its maximum firm contract prices to about the rate 
of inflation. 


For the three years from the date hereof, having 
regard to the individual circumstances of the 
demand, British Gas intends to continue to set 
interruptible gas prices in relation to competitive 
fuels which are interchangeable with gas. | 

This Statement does not apply to the supply of 


back-up gas pursuant to Section 19 (4) of the Gas 
Act 1986. | | 


Dated the 23rd day of August 1986. 


(DEVELOPMENT DEPARTMENT ` 


. ECONOMIC DEVELOPMENT DIVISION 
£11,850-£12,885 

The jobholder will provide relevant büsiness, ecónomic and 
company information and intelligence to support the business 
activities of the Unit. Relevant research and analytical skills 
will be required to investigate companies’ employment, 
financial and market situations. Support will also be given to 
liaison with major local employers and trade unions, d 
Applicants should be educated to degree standard, preferably 
in business economics or economic planning, with a good 
working knowledge of industry and commerce. It is unlikely 
that anyone with less than seven years' experience could 
meet the necessary qualifications. Quote Ref: D6/95 
Further details and application forms (returnable by 22 
September 1986) from: Personnel Unit, Development 
Берат, 120 Edmund Street, Birmingham B3 2RD. 
Telephone 21-235 2168. А 


Ports and Maritime 
Consultancy 


c£ 15,000 + Car Near Heathrow 


ABP Research & Consultancy Ltd is the sister 
company of Associated British Ports, the largest ports 
group in the UK. 

We specialise in international port, maritime and 
related research and consultancy. We are seeking a 
Consultant whose responsibilities will include: 


- Studies and Appraisals 
- Project Management 
- Business Development 
A degree in Economics, Maritime Studies or.a 
related discipline, and appropriate subsequent . 
experience, are essential. The successful candidate is 
likely to have worked in the port or shipping industries, 
їп а consultancy organisation or in an academic 
institution. Relevant experience can relate to subjects 
such as port development studies, port and maritime 
economics, port operations, policy and organisation; 
port tariffs and planning. The successful candidate 
must have à positive, outward-going personality and a 
good ability to conceptualise problems. 
.... Aknowledge of Spanish or French would be useful, 
but not essential. 
{ The post is based near Heathrow Airport, London · 
anda starting salary of c £15,000p.a. plus car is offered. 


^-^ Please apply in writing enclosing a full c.v. to:- 
^ Mr. Eric E. Pollock, Managing Director: 
: (Consultancy), ABP Research & Consultancy Ltd., 
* «Research Centre, Hayes Road, Southall, 
:; Middlesex UB2 5ND. : 

















































APPOINTMENTS 




























: ‘Statistician sought for > > 
GLOBAL ASSET MANAGEM 
Global Asset Management, with over $1.3 billion under management. is seeking a London-based 


Statistician with financial experience and familiarity with graphs for-performance analysis and 
presentation. The candidate will also be comfortable with IBM-XTs or similar equipment. 


Work will involve close co-operation with the company's top management and excellent career 
prospects, travel and remuneration. — .—— 

Applications may be sent in confidence directly to 

The Chairman's Office. Global Asset Management Ltd 

12 Saint James's Place, London SWIA 1 


NETHERLANDS ECONOMIC INSTITUTE 


. The Netherlands Economic Institute (МЕ) undertakes. applied 
* economic research, in the Netherlands as well as.abroad. The 
Directorate Development Economics and Planning, which works 
mainly in developing countries, wishes to recruit a^ Transport 
‚ Economist. 
Qualifications 
~~ University Degree in Economics 


5o Working experience in developing countries in the field of 
transportation (ports, roads, railways, river transport) 


— Fluent in spoken and written English. 





Corporate Planner/ 
Grain Systems Analyst 
Indonesia 


Over the past two years Indonesia's state 
marketing organisation for rice and other staple 
foods has been involved in a development project 
and has prepared a composite model to determine 
the optimum size and disposition of rice reserve 
stocks. 

Working closely with the marketing organisation 
staff the successful applicant will assist in developing 
and adapting a quantitative managernent approach to 
efficient use of the marketing organisation's internal 
resources - given external government policy 
restraints; and to problems relating to the need 
for a constructive dialogue with government and 
other policymakers to develop and assess more 
acceptable policies. 

Applicants should be British Citizens with an 
economics or agricultural economics qualification 


Functions 


hile his home base will be the Netherlands, candidates must be 
epared to travel and work in developing countries on various 
signments. Most often these will be multi-disciplinary. project 
preparation and feasibility studies. NEI's main clients for this type of 
work are the Directorate-General for International Có-operation of 
the Dutch Ministry of Foreign Affairs and the World Bank. 







The employment will be for an initial period of one year, with the 
possibility of permanent employment. Salary according to qualifi- 
‚ cations and experience. 


Please send your handwritten application, including a detailed 
Curriculum Vitae and photograph to: 

+ Mr А. A. Ruitenberg, Netherlands Economic Institute, PO Box 
4175, 3006 AD Rotterdam, the Netherlands. 


Closing date: 1 October 1986. 












INTERNATIONAL LIVESTOCK CENTRE 








FOR AFRICA (ILCA) and at least 5 years economics experience, some 
related to marketing systems in developing countries. 
PERSONNEL M ANAGER A knowledge of rice marketing systems in South East 
i, | n Asia would be a distinct advantage. 
A VACANCY INT/008/86 The appointment is on contract to ODA, on loan to 
the Government of Indonesia, for a period of 2 years. 


Salary (UK taxable) is in the range £20,000 to £25,000 
pa depending on qualifications and experience and 
will include an element in lieu of superannuation. 

A tax free Foreign Service Allowance, currently in 
the range £1,495 to £3,985 pa, is also payable. 

The post is wholly financed by the British 
Government under Britain's programme of Aid 
to developing countries. Other benefits normally 
include paid leave, free family passages, children's 
education allowances, free accommodation and 
medical attention. 

For further details and application form, please 
apply, quoting ref: AH369/RA/TE, stating post 
concerned, and giving details of age, qualifications 
and experience to: Appointments Officer, Overseas 
Development Administration, Room 351, Abercrombie 
House, Eaglesham Road, EAST KILBRIDE, 

Glasgow O78 8EA. 


FACTS ran 


Britain helping nations to help themselves 


CA is an internationally funded organisation whose aim is to 

prove livestock and food production in sub-Saharan Africa. Its 

г headquarters are in Addis Ababa and it has offices in Kenya, Mali 
and Nigeria. 


The appointment of a Personnel Manager is new and the 
. appointee will have responsibility for providing a full range of 
; human resource services for professional and. support staff (600 
staff members). 


The applicant should have a perfect English working knowledge 
ànd a working knowledge of French is highly desirable. 
-., The applicant should be preferably over 30 years of age and: 
^. have relevant experience, preferably in a similar organisation. 
hold a recognised professional qualification in human resources 
; management. 
cbe. able to demonstrate experience and the ability to achieve 
“environment. 
—be willing to be located in Addis Ababa and travel frequently in 
Africa. 
А competitive remuneration and benefits package will be offered 
74nline with other comparable international organisations. 












































- Applicants. should send (by airmail a letter of application, 
-curriculum vitae and the names and addresses of at least three 
referees to: The Director General, ILCA, РО Box 5689, Addis 
Ababa, Ethiopia. To reach him by October 15, 1986. 






OXFORD ECONOMIC 
FORECASTING 
;-feQuire án 


ECONOMIST 


lo. assist with continued. development ої 
C$ OEE s. macroeconomic models of the major 
industrial: countries. “The. person employed 
:] will also be. involved in the preparation of 
forecasts and reports and therefore, in addi- 
| tion to technical expertise, good writing skills 
are essential. Whilst relevant experience 
would be desirable, a recent graduate will be 
“considered. A competitive salary commensu- 
oP orate with qualifications/experience is offered: 
| Please write in confidence, enclosing curricu- 
ит vitae to: 
The: Managing Director, 
фло Economie Forecasting, 
Templeton College, 
Oxford 0X1 5NY. 



















‘APPOINTMENTS __ 


University of Waikato 
Hamilton, New Zealand. . .. 


LECTURER IN ECONOMICS (A86/15) 


The University invites applications from 
Suitably qualified persons for the above 
position. Preference will be given to 
candidates with teaching and research 
experience in; Macroeconomics. The 
University һаѕ а student roll of 4,000. 
The Department of Economics is ad- 
ministratively within the School of Man- 
agement Studies and teaches for un- 
dergraduate and graduate degrees in 
that School and the School of Social 
Sciences. 


Enquiries of ап academic nature, ог 


about living conditions in Hamilton, 


may be made to Professor J. T. Ward, |: 


Head of the Department of Economics. 


The current salary range for Lecturers 


is NZ$30,500-NZ$35,000 per annum. 


information on conditions ої appoint- 


rhent and method of application from 
the Secretary General, Association of 


Commonwealth Universities (Appts), - 


36 Gordon Square, London. WC1H 
OPF; or from the Registrar, University 
of Waikato, Private Bag, Hamilton, New 
Zealand; with whom applications close 
on 15 October 1986. 


Equality of employment opportunity is 
University policy. 







































FINANCE: 


general management; 
ECONOMICS: 


their fields. 


University of 
Petroleum & Minerals 


DHAHRAN - SAUDI ARABIA 
COLLEGE OF INDUSTRIAL MANAGEMENT 


announces faculty positions opening September 1 1987, for the ranks of professor and 
associate professor in the following areas: 


corporate financial management, investment, international finance, management of 
financial institutions, and/or capital markets; 


GENERAL MANAGEMENT: 
business policy, international business, business communication: and other areas of 


managerial economics, international trade, micro and macro-economics analysis; 
PRODUCTION AND OPERATIONS MANAGEMENT: 


management of processes for producing goods and services, management of 
technology, operation strategy, transportation and logistics. 


MANAGEMENT INFORMATION SYSTEMS: 


computer concepts, business applications, systems analysis design and development, 
management support systems, data base systems, personal computers. 


Language of instruction is ENGLISH. 


Applicants should have outstanding records in DBA or PhD programmes and strong 
potential and interest to do research and to develop teaching materials at the forefront of 


Salaries and fringe benefits are fully competitive. Candidates should submit current C.V, 
full transcripts of undergraduate and graduate work, copies of publications, description 
of courses taught (graduate and undergraduate), and a list of reference. 


Send full package of requested materíals to: 


Dean of Faculty & Personnel Affairs, 
University of Petroleum & Minerals, 


Dhahran ~ 31261, 
Saudi Arabia. 


|. ments), Victoria University of Welli: 


15 October 1986. 










Müiversity of Canterbury. 
New Zealand 


The Council. of the University. invite 


~ applications for the following position: 


SIR. JAMES FLETCHER CHAIR OF 


: BUSINESS ADMINISTRATION 


The successful candidate will hax 
demonstrated academic leadersh 
and possess a record ої outstandir 
research in one or more of tha ma 
areas of business administration. 

The appointee will take up the positic 
in 1987 on a date to be arranged. 

The salary for a Professor is. within tr 
range of N2$62,000 to N2$77,500 p: 
annum. The commencing or subs: 
quent salary may be increased as 
result of the review of salaries whig 
the University makes at the beginnir 
of each year. 


Further particulars and Condi 
Appointment may be obtained f 
Secretary General, Associatio 
Commonwealth Universities (Ар 
36 Gordon Square, London. МСЖ 
OPF. 


Applications close with the Registra 
University of Canterbury, Private Bai 
Christchurch; New Zealand, оп 
November 1986. 










Victoria University of 
Wellington 
New Zealand , 


DEAN OF COMMERCE AND 
ADMINISTRATION 


The Council of the Victoria University 
Wellington invites applications frel 
men and women with appropriate qua) 
fications. and experience for the new, 
established post of appointed Dean: 
the Faculty of Commerce and Айт! 
stration. 


The appointee will be responsible 
the Vice-Chancellor and the Council: 
the co-ordination and planning of # 
Faculty's academic programme, f 
management of the | 
able to the Faculty and for taki 
vantage of the opportunities for wit 
community involvement provided 
the prominence of public and privi 
sector activities in the capital city. 


Initial appointment to the post, whe 
carries professorial status, will be fo 
term of five years. The success of * 
post and of the initial appointment 

be reviewed. after four years. Appo:- 
ment will be made within the sal: 
range for professors, which is curren) 
NZ62,000 to. NZ$77,500 per annum... 


Enquiries about the post should 

directed in the first instance to the Vic: 
Chancellor, Professor L. C. Holborré 
Detailed information on the condi 
of appointment and the method о 
plication are obtainable from Secret 
General, Association of Com 
wealth Universities (Appts), 36 Go 
Square, London WC1H ОРЕ; or. fr 
the Administrative Assistant (Appo: 

















ton, Private Bag, Wellington; New Ze 
land, with whom-applications close 
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. Faculty Positions 
in Management 


The University of Calgary, Faculty of Management is 
seeking qualified individuals to fill positions in the areas 
of Accounting, Finance and Operations Management, 
Mariagement Information Systems, Marketing, Manage- 
ment of Organizations and Human Resources and Policy 
and Environment. 

Ph.D. or D.B.A. preferred. Rank and salary based 

on qualifications and experience. In accordance with 
Canadian immigration requirements, priority will be 
'given.to Canadian citizens and permanent residents 

of Canada. 


Applications should be addressed to: 









СОЕ 
Commodities Research Unit Ltd 


ECONOMISTS—INTERNATIONAL - 
- CONSULTANCY 


Commodities Research Unit invites applications from economics 
graduates to join a growing consultancy practice that serves the 
metals and minerals industries worldwide. Internal growth has 
created the need for up to four. economists. Applicants may have. ^ 


just completed a first or second degree, or may have some |. 
working experience as business economists or analysts. Skills in. 


econometrics and/or knowledge of French, German or Spanish: : 
would also be valuable. Key requirements are an enquiring mind, 
the ability to collate and analyse data, and the ability to write and 
communicate well, 

Successful candidates will work within specialist teams on large 
scale studies, forecasts and consultancy projects. Advancement 
in salary and responsibility depends on performance and merit 





























Dr. J.R. Brent Ritchie alone. Overseas travel is common after an initial training period. 


"Associate Dean Starting salaries will depend оп qualifications and experience; 
Faculty of моле! profit-sharing scheme; contributory pension. 
The University of Calgary licat ith to: 
2500 University Drive N.W. appien brea curriculum vitae, to 
Calgary, Alberta T2N 1N4 Commodities Research Unit Ltd 
; 31 Mount Pleasant 
London 
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Economist 
Explore the Future of International Financial Markets 


Bankers Trust is a major success story based and to make efficient use of a variety of information 
uponitstransformationfromacommercialbanktoone sources. Familiarity with microcomputing would be 
ol the most innovative and flexible organisations in a distinct advantage. There will also be scope for 
the field of international merchant banking. the successful candidate to develop and pursue 

We are planning for continued growth and individual market-related research interests. 
see this role, as an Economist in our Treasury To match the demands of this role, you must be 
Operation, as the first stage ofa career within the prepared to work with flexibility, commitment, and 
Bank. We are looking foranumerate individual, oneto considerable resilience. 
two years out of university perhaps now working in a Salary is very attractive with excellent 
corporate, academic, or financial institution, who is banking benefits and bonus scheme. More important 
attracted to banking and interested in how financial to you, perhaps, is the exceptional potential of this 
markets operate. жо. opportunity and the career prospects within the 
Working with a smallteam of Economists, the organisation. 
brief includes the collection, analysis, and reporting Please write with full cv to: Peter Christie, 
of economic data and events which may affect the Recruitment Manager, Bankers Trust Company, 
markets. You will be expected to use or acquire an Dashwood House, 69 Old Broad Street, London 
in-depth knowledge of international economic data, — EC2P 2EE. 


Г n Bankers Irust 
Company 











‘APPOINTMENTS | 


m Huna Londonis the BBC Arabic Service's monthly magazine, ^ 
0 RG AN | SE В containing programme schedule information for Arabic broadcasts: 
anditems based on Arabic Service programme output, as well.as 


some original material. The 50 page magazine is published in London 
6 H U N A LO N DO N 3 and distributed, free-of-charge, to 70,000 addresses all overthe Aráb 

world. i 
You will d responsible for the editorial oversight, printing and. 

i i distribution of the magazine. You will liaise among others with the 

BBC Arabic Service typesetter, printer, layout artist, advertising consultant and airfreight 
£14,580 — £18,601 company and will supervise and control expenditure. You may also be 
required to undertake special projects and other tasks within the 
Arabic Service. 

Administrative and managerial experience is essential as willbe a 
basic working knowledge of Arabic and up-to-date knowledge of the 
Arab world. Also desirable will be experience of written journalism 
and/or magazine production, and of living or working inthe Arab world: 

Based Central London. Relocation expenses considered. 

Contact us immediately for application form (quote ref. 2481 /EC 

We are an equal and enclose s.a.e.) BBC Appointments, London W1A 1AA. 
opportunities employer Tel. 01-927 5799. 























Assistant Portfolio 
Manager sought for 


GLOBAL АЅ8Е7 
MANAGEMEN? 


Our company has funds under mana 
ment of over 1.3 billion dollars and nee 
à London-based assistant to help adm 
ister trade and present portfolios of ma 
institutional and private clients. 
Candidates will only be interviewed if tt 
fulfil the following requirements: 

— University or Accounting degree. 
— At least two years of experience in 
securities business. 

The position is well remunerated < 
there are excellent ИК. 
















UNIVERSITY OF ESSEX 


Appointment 
of 


Vice-Chancellor 


The University is seeking a successor to its first Vice-Chancellor Dr Albert Sloman, 
who will retire on 30 September 1987. 

Persons interested in being considered for the post or wishing to suggest anyone 
for consideration are invited to write, in confidence, to Sir Andrew Stark, Pro-Chancellor, 
c/o the Registrar University of Essex, Wivenhoe Park, Colchester CO4 3SQ. 

The University hopes to receive applications from persons with a wide variety of 
backgrounds and experience for this post of principal academic and administrative 
officer Further information about the post and the University may be obtained from 
the Registrar 


promotion, ` 2 
Applications may be sent in 
dence directly to: 
The Chairman's Office 
Global Asset Management Ltd 
12 St. James's Place 
London SW1A 1NX 





APPOINTMENTS WANTED 







The Kiel Institute of World Economics 

















is looking for highly qualified AG/FOOD ANALYST OPPORTUNITY 
Research Fellows Seasoned колоту seeks пон challenge ш WANTED 
analysis of.ag/food industries. Experience with А inp 
: for international economic policy research in the following fields: ternational trade/poley, EC ag matters. and US елемеу соса вА nM 
~~ economic growth and structural change re Me ee an es wit experience seeking position in business 
— trade and development economics, and edge of data. computer skills, excellent writer, eterably bathing опа. Willing to trave 
— business cycle economics and fluent French. guan eph "Apartment 2E, As 
Candidates should possess PhD or MA in economics (or equivalent 1 toria, New York, 11106 USA. Tel: 1 
qualifications). Experience with quantitative methods and empirical re- 718-956-4022. 


search is considered advantageous. Salaries and benefits according to 
German public service regulations (BAT) will be offered. 


Applications should include a cv, university certificates, and a copy of a 
publication. Е : 


Please write to: 





Professor Herbert Giersch, President, 
Kiel institute of World Economics, Postfach 4309, 
D-2300 Kiel 1/Fed. Rep. of German 





I(PPOINTMENTS 


PORTSMOUTH BUSINESS SCHOOL : 


HEAD OF DEPARTMENT/PROFESSOR OF 
MANAGEMENT DEVELOPMENT 
£19,638-£21,639 


Ref No. 172c 


Applications are invited for the above post which is one of three headships 
in the Portsmouth Business School, recently created by the amalgamation 
of the Department of Business Studies, the Department of Accounting and 
Business Computing and the School of Management. The Department of 
Management Development carries responsibility for self-funding courses 
offered by the Portsmouth Management Centre and the School as a whole 
and the Head will also be involved in the overall planning and management 

the School's activities. The successful candidate will possess entrepre- 

rial flair, a record of leadership and successful administration, apro- 

riate professional standing and industrial/commercial experience. 


Closing Date: September 19, 1986 


Application. forms and further particulars are available from the 
Personnel Oflice, Portsmouth Polytechnic, Nuffield Centre, St. Mi- 
chael's Road, Portsmouth PO1 2ED. Telephone 0705 825451. 





ENDER 





NOTIFICATION 
DEVELOPMENT OF LARNACA INTERNATIONAL AIRPORT 


APPLICATIONS FOR PREQUALIFICATION 


The Ministry of Communications. and Works of the 
overnment of the Republic of Cyprus invites applica- 
ons from consulting firms specialising in airport de- 

* velopment, who are interested to be prequalified for 
the above project, to provide the following: 

(A). A review of updating of the existing master plan 
with supporting documentation, for operation until 
the year 2010. 

(B) The design and рокын supervision of a new 
passenger terminal building complex and associat- 
ed airside and groundside facilities. 

(C) A preliminary design of the road network connect- 
ing the arterial roads leading to the airport and the 
car park and kerbside facilities. 

(0) A comprehensive economic analysis of the airport. 

Interested firms are requested to submit by November 

14, 1986, the information required in the schedule of 

. general information to: 

Director 

Department of Civil Aviation 

Nicosia 
5o Cyprus. 
А limited number of firms will be prequalified and will 
subsequently, be furnished with detailed terms o 
"reference and be invited to submit full technieal and 
-financial proposals. 
Further information may be obtained from the Director 
- of the Department of Civil Aviation, Ministry of Commu- 
- nications and Works, Nicosia, Cyprus, between Septem- 


ber 1 and 30, 1986. | І 



















REGIONAL ECONOMIST 
SOUTH ASIA 


The International Maize and Wheat 
Improvement Center (CIMMYT) is 
a non-profit agricultural research 
organisation devoted to increasing 
the productivity of resources сопу 
mitted to maize and wheat research. 
in the developing world. 


We are seeking candidates for the 
position of Regional Economist for 
South Asia. The Economist works 
with national agricultural research 
programs in the region to support 
multidisciplinary efforts to identify 


research arid extension priorities 
and policy issues related to re- 
search resource allocation and 
technological change. The post is 
based in Islamabad, Pakistan. 


Candidates should have a. PhD in 
agricultural economics, extensive 
experience in developing coun- 
tries, and a proven record of re- 
search productivity and ability to 
work in a team sifuation. 


Send applications to reach Mexico 
before 30 November 1986 to: 


gram, CIMMYT, . 
641, Mexico, D.F. 06600, 
Telex: 1772023 CIMTME 





INTERNATIONAL 
PROPERTY 


SWITZERLAND 
LAKE GENEVA/MOUNTAINS 


Fine selection of apartments and cha- 
lets available with authorisation for for- 
eigners. Reasonably priced. Excellent 
terms. Visits also on weekends by 
appointment, 

GLOBE PLAN S.A., Av. Mon-Repos 24, 
CH-1005 Lausanne, Switzerland. Tele- 
phone: (21) 22 35 12. Telex 25185 
melís ch. 






















RETREAT FROM 
WASHINGTON, DC 


Two hours' drive west of Washington iri 
real village. Handsome old inn, carefully 
renovated: 31 baths, 4 bedrooms. Cool 
now, but heats well in winter. For home or 
country office: $167,500, $40,000 down. 
WESTWOOD (703) 667-3555. 


© CANADIAN GETAWAY @ | 


Hunt/Fish/Farm 
Vacation/Retreat 


200 acres on smali riverin New Brunswick, 
house & barns since 1975, views, jet strip 
nearby, US$160,000 {negotiabie}. 


203-672-6747 





HOLIDAY HOME INVESTMENT 
|. From £23,950 
$T IVES/PENZANCE 


Only 5 remain of our final village. 2 bedroomed 
totlages in grounds of Tudor Manor. Full Man- 
‘agement services. Self-financing. Bars. Carvery. 
Leisure complex. 
KENEGIE MANOR 
GULVAL, PENZANCE 
. Tet: (0736) 66671 










BUSINESS _ 
& PERSONAL 














“oe any subject 
companies-business-products-investments 
market studies-economics-computers 
Science-technology-governments 
INFORMATION RESEARCH INTERNATIONAL 
PO Box 25573, Washington, DC 20007 


Telex 197026 WOAS UT 





PETROLEUM ENGINEERING 


VALUATION OF OIL & GAS PROPERTIES © PRODUCTION 
IMPROVEMENT ө VERIFICATION SERVICES v 
SCREENING OF DRILLING & EXPLORATION PROSPECTS 
е GAS SUPPLY & DELIVERABILITY STUDIES © 
PROPERTY MANAGEMENT e 


JACK SCHRENKEL & ASSOCIATES, INC. 
Consulting Petroleum Engineers 
320 South Boston 
Tutsa, Oklahoma, U.S.A. 74103 
(918) 582.7900 — Telex: 701481 UD 


47% profit 
to our investors 


Please contact us for a copy 
of the investors’ 1985 Finan- 
cial Statement audited by 
leading international char- 
tered accountants. 


We are exchange advisers, 
Our investors also made prof- 
its in 1982, 1983 and 1984 of | 
5296, 4196 and 4396 
respectively. 


Tox Associates Aps. 
DK 3080, Tikob, Denmark. 
Tel: 2 24 80 85. Fax: 2 10 10 64 


London New York Chicago 


AGENTS 
REQUIRED 


We would like to talk 


TO YOU 


if you or your company are: 
1. Financial Consultants 
2. investment Brokers 


We are looking worldwide 


FOR AGENTS TO 
REPRESENT US 


We have an established history of suc-. 
cess in Commodity Fund Management 
and now we wish to talk seriously with 
people who would like to be involved 
in 
a company with management experience 
based in the City of London and backed 
by two centuries of trading 
offerin, 
managed funds that have outperformed 
all our competitors 
together with 
very attractive commission incentive 
earnings and excellent sales support 
trom Head Office. 
if you wish to hear further on the. 
terms of an agency agreement with 
us please write to: 
Box 3463 
The Economist 
25 St James’s Street, 
London SW1A 1HG 











BUSINESS & PERSONAL _ 








" En : | AUTHORS! Send Your Manuscripts. 1 PROFESSIONALLY typed CVs, CCs, | fieaders are recommended to t 
HANDWRITING ANALYSIS Biographical, Fiction; -Travel, Poetry, ыыы» etc. Tet: 01 3059 9247 (24 the appropriate professional адь 
etc: for Book Publication, Reasonable hours). before entering into any bina 

Suspect Doouments:Examiner ofForged’ | | terms. Stockwell, Dept 75; tifracombe, commitment. 


Anonymous writin г ае - 
А И Devon: Rage UN IRSE) "HOW TO LEARN A LANGUAGE". | CAPITAL CVs prepare high que 


Iso P. 
Also didis er DP Send SAE to 11 Hillcrest Road, South | curricula vitae. Тег 01-607 7905 


9 Village Close, London NW3 5AH. OVERSEAS POSITIONS Wosdtord, London ETE 2JL. details. 


адаан AFRICA LOW COST Flight specialist pores 
ight specialists. | USA/Canada/Australi i 
African World Travel Services, 01-734 сепсе аана укинати 


à etc. Job prospects/business opportu 
7181, 734 7182, Sth Floor, Radnor | ties + much more. invaluable rep 
House, 93 Regent St, London W1. just $39. Further details. from imve 


ЕСЗ", PO Box 158, London E18 2NI 
Taking the GMAT or GRE Tel: (1) 2628825. Tix: 266266, 
exams? [ER AAAA AEEA 
We CAN help 


Write to: 

Graduate Tutorials, GTAC Associates, 
FREEPOST, London W5 4BR. 

Tel: 01-993 3983 













































Hundreds oftop paying positions available 
now. Tax-free incomes. Many attractive 


US IMMIGRATION OPTIONS ва тон prolessionae, tongs 


us Attomeys provide confidential computer- ment, technical personnel etc. | 
assisted evaluation of your options for US For free information about our publica- 
‘residence, e um bd 
Free information: verseas nt Services, 
immigration Associates EC, ki she Box Town of Mount Royal, 


; РО Вох 925, 1476 W. State 
Salem, Utah 84653 USA 
Telephone 801-423-1787 























On account of expansion, we offer partici- 
pation in 


SUCCESSFUL 
RECREATION COMP. 
IN PORTUGAL 


expl. touristic complex by Dutch enter- 
prise. Available 15'participations of Hfi. 
50,000 to investor or.inv. group. 

Inf. Telex: Portugal 56924. 







MARKET TIMING 


,Mwestiment management in US stock market using а 
provan proven pn year) mathematical gmin rocess and 

d funds. 20% Compounded ta years with 
esee 3986 six months = 30.5%. 2% manage- 
-mént fee. 13t $500,000; no transaction char obs Legiti- 
mate established: investment advisor jor bank 
— safety. Minimum account $100, 


Contact: Scott Е nau Баз, , 
Advisors, os Suite 1 
Rolling Hill is Estates. A ACTA (213) 37 77-4866 
Past performance по guarantee of tuture return. 


AGENTS—INVESTORS 
A New Billion Dollar industry 










ee 1 
Real Estate for tour 
uisition. 


NOME rari ua 
ti, French Polynesia. Telex: 407FP | 





US IMMIGRATION 


Obtain both US residency and excellent 
financial returns through US investments, 
company transfers. employment, etc. ALL 
MATTERS: HANDLED BY LICENSED US 
ATTORNEY. Visiting Europe and Asia in 
October. 

Contact: Edward Р. Gallagher, Attorney- 
at-Law, PO Box 70302, Washington, DC 
20088 (USA). Tel: 301-951-9616. 






ALGAME. 








































ECONOMIST 


















will give you projected annual returns of 2596 for many, many years. For information abo ut 
classified advertising 
FISH AND OYSTER FARMING SWISS HANDLING OF opportunities 
minimum investment US$4,000 , INTERNATIONAL ; он 
For details write today in English: Elizabeth Bisson 
Box No 97-1 yar 9 TRANSACTIONS The Economist Newspaper Ltd 
Triservice SA, PO Box, CH-1219 Chátelaine, The key company for: 25 St James's Street 
ж Handi of international transactions London 51А 1HG 











ж. Back to operation: 
ж: Companies formation, domiciliation and 
administration 


Telephone: 01-839 7000 
Telex: 24344 ECON G 







* Setting up countertrade/barters or 
E яс Margaret Medlock 
DE BERIG SA The Economist Newspaper Lid 
10 Rockefeller Plaza : 







CONSULTANCY 


Well-established, Brussels-based EEC Consultancy with 
good, personal contacts in the EEC institutions can advise on 
all aspects of forthcoming proposals and developments of 
concern to your company. 

For further details of the personal service we can provide, 
contact: Box 3493, The Economist. 


“TOP JOBS WORLDWIDE NO РО! 


А £5,000 into 


New York, NY 10020 
Telephone: 212 541 5730 
Telex: 148393 — 






еі: 80 
Теіех: 421808 DEB CH 
















The Executive Employment Bulletin i$ your passport to international 
career success, Published weekly since 1972, it contains advertisements 














for. senior management vacancies compiled from key British. European, £64, 000i in just5yea rS deducted at sourc 
ose eiu te SM NER E E EC E A Fully audited track A Limited liability 
Please begin my subscription to the Executive Employment Bulletin as iP : E 
indicated below des == box). record Minimum investmen 
A Futures managed £5,000 or sterling 
account programme equivalent 


на о AMOR ор ARP шне UN UM SAM июн оо HUM UAR RUD MN SUD RUD чав она UR AR AUS DU эни тен ини GR M RF ома GU ии мий ми ин ne 





Н Pleose send me details on your Investment Programme ЕСЫ 


3 A A 
| © STC- LIL 
рсе 
EH enclose cheque payable to Connaught Publishing Company Ltd. 


. ADDRESS —— Er iude 
1 Address 
To: Connaught Publishing Company Ltd., m" ompüter Sym Trading Company Ltd. 5-9 Hatton Wall Londön ECIN BF. 
32 Savile Row, London Wix 1AG. Tel: 014 0076 сыр кашатын! С: 1058404 Wiciex 22553 CSTC Шох: O 1-405 пожити 














Li Please charge my credit card. (1 Access (7] Visa 
L2 American Express С] Diners Club Expiry Date... ERTAS 


ro OH 

















Pest Code, 















1 Telephone 
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CONOMIC AN 





JTPUT, DEMAND AND JOBS West Germany's industrial output grew by 1.5% in 
+ year to July. Its unemployment rate is dropping; it was 8.8% in August compared 
ћ 9.396 in August 1985. Japan's industrial output fell by 1.6% in the year to July; its 
‘less rate was 2.9% in July compared with 2.6% a year before. in July, Belgium's 
employment rate was 12.7% (down from 13.596. in July 1985), France's was 9.9% 
>from 9.7%), and Italy's was 13.8% (up from 12.796). 


hange at annual rate 









































industrial production GNP/GDP retail sales unemployment % rate 
3mthst — t year 3mthst 1year Smthst 1year latest year ago 
|| 1:24. + 3.8 (4) —- 05 +47 (3) *43 +5012)  83() &w—382 _ 
40 + 3.5 (4) na па +68 +59(4{ 127 (y 135 
7.52 +30 (5) +23 + 3.6 (3) + 45 + 3.8 (5) 9.9 (7) 10.4 
TEE + 15 (6) +45 +26 (6) +116 +98 (5 99 (Y _ 9.7 
_+15() +70  -35(6 +83 +63 (6 88(8 93 
120 = 19 (6) -80 3 -21(3 *28 3A *02/(6t 147 (7 159 — 
*24(6 -04 + 22 (3) +156 *22024 138 (7! A— 127 — 
i110 = 16 (7) -20 +32 (3) 4150 +68 (4) 29 (7) 26 
= 24(3 па па -23.7 +21.0 (5 20.4 KUR 200 — 
....08 (6) +62 ^ + 32(3. +39 + 22 BE 230! &w— 26 _ 
dand — ni — * 10(3 -44 *22(3 -100 A 3.8 (0t 07 (7 &— 09 
727 13. (6) +18 +15 (6) * 60 + 4.3 (7) nZ 113 
I nm (7 *06 +26 (6) +107 3 *54(6 69(7) 73 





Wue index deflated by CP. 
















































































THE ECONOMIST COMMODITY PRICE 
INDEX Prices of precious metals are 
soaring. In hectic trading this week plati- 
num rose to a six-year high, to close at 
nearly $650 an ounce in London; and gold 
rose to more than $400 an ounce for the 
first time in nearly three years. The change . 
in market sentiment has brought new 
confidence to producers. Mining compa- 
nies that sold their output several months 
ahead when prices started to take off in 
August are buying back gold themselves. 
Russia, which was a heavy seller, has 
withdrawn from the market and may sell as 
little as 220 tonnes of gold to the West this 
year. 



















RR a RN RIE SEEN SIRT STN SEER eS SEE NOTE TRL AOE TE TEE EEO RS араа араа ау DIUI. All items 747 753 * 28 +47 
CES AND WAGES Consumer prices are still falling in Japan and West oS ul ЮЗ, REI zT PON 
ermany. In July, Japan's fell by 0.3%, for a 12-month rise of 0.1%; in August, West a 677 685 +39 +08 
armany’s fell by 0.2%, leaving them 0.4% lower for the year. Belgium's wholesalers Nfa 739 751 +42 +46 
t their prices by 7.2% in the year to July; Spain's increased theirs by 1.4% in the =т=. 928 — 664 +58 -17 
ККЕ à | ng index 
аг to May. Hourly wage rates went up 2.0% in Holland in the 12 months to July penis. ig es TT 
алое at annual rate Food 126.7 126.8 +12 -20 
Consumer prices" wholesale prices wages/earningst industrial 
Smthst 1 year 3mthst 1year З mthst 1 year All 106.0 106.8 +37 ~ 73 
ia +68 _ + 8.4 (5) +66 +65(3) +99 +71 (2 Nfat 158 117.1 +40 ~ 39 
ium +03 + 0.8 (8) - 57 -72() nil i 30 {Зу Metals 984 990 +35 ~ 96 
3 t40 42 (7)  -52  -*03(6  -13 +26 6) . SDR index 
+33 +2007)  -21 70313) +39 +48 (4). к Г 
13—066 01 83.  — 498 — бы" wi 9» +з -9 
gand 0-14 OF) 5589 2. -94(0) +03 |. 20 7) — Industrials | | ' ` 
Wo. 38 1590)  -70 -i8(60 +29 +506) _ АЙ 77 733 427 -146 
pn. |. -08 +01) —-130 — — —107 (7) *04 :22(0 ÁX Ма} 794 804 +30 -114 
aio 60 1:931 = OF *14() +182 +100 (4) Metals 675 679 +25 -167 
eden + 18 *41() — *03/— | +16 (6) +50 — + АЗ(бу__ : i à à 
igedand <05 OS (7) -54 - 40 (7 189 3 $8 (3) Gold 
абаа +464 +440) + я PIRE. OAM IRR NM. EU HIM 
c aue o SE? AE ос 106 (041) o elena bike hay a T dE 
i facturing except ia, weekly ings; , and Swi ‚ monthi ings; й кый» Li ВИНА LA i ПЕНИЕ EE И.Д 
нуна peri courtly omens ril. rn m Sem у батир: Bogion tNon-food agricuiturals. 
fOCUS: SIZE AND OUTPUT A coun- GDP per square kilometre, 1985 
y's size has only a loose influence on о $m 05 10 5 20 25 35 
is GDP. The top countries in the chart : s Ri 
ire obviously those with high popula- "^"^^ 
n density and high output per per- Holland 
n. Holland, the most crowded OECD Belgium- 
untry, once topped the league; last W Germany о $m . Os 
заг it was overtaken by Japan. Al- ^ swizerand Greece 
ough only a fifth of Japan is deemed ^ s Portugal 
abitable (compared with two-thirds of PTUS Е 
West Germany and half of America), anmak 6 
(арап is the third most crowded coun- — 977^. Vii 
iw; and in 1985, its inhabitants were "Y _ Finland 
е seventh most productive. Japan France- New Zealandi | 
‘oduces eight times as much per unit лота: Turkey 
"Чапа as the United States. Australia united state Canada 
. bottom of the land-productivity spain РТА 
wague. It produces only $20 per qu Auli 
tare kilometre. 
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HSTSEPTEMBERG1986 | 


Source: OECD 








notes applicable to all tables. All figures seasonally adjusted except where otherwise stated. *Not seas. adj. tAverage of latest 3 months 
red with average of previous 3 months, at annual rate. n.a. Not available. Small figures in brackets denote month of indicator. 


91 





| WORLD BOURSES Optimism about company profits pushed ms markets to ne 
| all-time highs—Belgium, South Africa and Ѕра . France hit а new high, but the 
- retreated. Wall Street fe back 1 896. | 
Stock price indices | 


Australia 
Belgium 
into dollars, the total retum вечи 


| becomes 31.9%. French and West | France 
‘German government bonds also yield- | Ў. Germany 
ed strapping dollar returns, of 30.796 Holland 
and 21.0% respectively. Equities in | Hongkong 
Japan and France did better still, with | "av 
local-currency returns of 37.2% and | Реп 
44.8%, rising to 60.4% and 57.2% 
after conversion into dollars. But West i $ т ; 140 
German equities did badly, giving in- { : I 55 
vestors a loss іп D-mark terms of wi | 5 2 + 12 
5.6%, and a return of less than 10% in 0 { M3 +34 
dollar terms. ! . - - 18 





















































End- December 1985 to sia July 1986 (% change) 
g In дош! terms N in local currency 


Money supply Interest rates 96 p.a. (Tuesday, except bonds which are ойе ниву. 
% rise onyearago ` Money market Commercial banks Bond yields i 
(M1) lending З months long-term 
Australia + 85 +10.6 (7 1725 18.00 19.00 .3430 1530 
Belgium + 60 + 72 (3 590 730 10.50 | 157 990 
bd Canada ^ +43 + 52 (7) 825 835 975 : 9.04 1023 
France +94 +49() 700 719 960 756 837 
United States W. Germany +11.1 + 8.3 (7) 4.55 4.50 7.00 . 5.95 5.70 
Holland 1116 + 64 (5 525 5.25 7.00 
Italy +10.9 + 92 (4) Ш 78 11.50 13.63 
+ 8.5 (6) 458 413 
+122 (5) 1299 12.11 — 14.80 
+ 71 (5 1000 9.41 1275 
+ 58 (5 181 406 725 
3193 (7) 7.75 988 11.00 
| + 7.9 (7) 581 5.38 7.50 
»Bond income Other key rates in London 3-mth Treasury Bills 9.3%, 7-day Interbank 10.396, clearing banks’ 7-day notice 
reinvested monthly Eurodollar rates (Libor): 3 mths 5.6%, 61 mths 5. 6%. 


t Equity dividends EM 
reinvested daily , Definitions of i 
ai А Sou 1 , , conometrics, ue de ЕЕ | 
ium), Nederlandse С; ji азаа Baston. 


NZ bank, Credit Suisse First 


















































: то h deficit rose to $169.6 billion compared with $130.6 = in the year to July 1985. Japan's trade surpl us widened to o $7« 
‚ billion during the same 12 months and its current-account surplus rose to $68.4 billion—more than 60% bigger than in the yeas) 
-July 1985. The dollar's trade-weighted value fell 0.596 during the week, touching a 53-year low of DM2.02. 


current- Trade-weigħtedt currency units per $ currency units foreign reservest | 
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Scientists at AT&T Bell Laboratories 
have created a “laboratory” оп a chip— 
featuring a functioning transistor only 
200 atoms wide. 

This new transistor—a laboratory 
in which microscopic circuits reveal the 
fundamental nature and behavior of 
electrons—enables us to explore the 
physical limits of miniaturization. 

Shrinking Pains 
Miniaturization is one key to increasing 
power, capability and speed in an inte- 
grated circuit. 

But there's more to shrinking a 
circuit than making it smaller; there are 
new problems created by the laws of 
physics. One of the most troublesome is 
noisy electrons. 

Just as electrons can carry infor- 
mation through the transistors of a cir- 
cuit, they can also make noise. And, as 
circuits get smaller, noise becomes 
more of a factor, even to the point of 
“drowning out” the information. 


What's All This Noise About? 

To ensure that smaller will continue to 

mean better, AT&T sought a new way to 
isolate, understand and control elec- 
tron noise. 

Utilizing an advanced method of 
precision engraving, chips were 
carved with the record-breaking 
200-atom-wide transistor circuits— 

so small they force electrons to flow 
in nearly single file. 

This micro-laboratory makes it 
possible to segregate, manipulate and 
“tune-in” on individual electrons. (Lis- 
tening to electrons one at a time is like 
listening to the clapping of one person 
in the crowd at the Olympics.) By study- 
ing electron flow at this minuscule order 
of magnitude, AT&T has produced some 
fundamental revelations about the 
sources of circuit noise. 


The Rocks In The Rapids 

As electrons move through the narrow 
circuit, they behave both like waves and 
like particles. The particles can be 
troublemakers. Some produce obstacles 
in the form of charged atoms—atomic 
“rocks” that create disruptions in the 
flow of current, much the way rocks cre- 
ate the “rapids” in a stream. 

Noise—in the form of individual 
“clicks” —comes from sudden changes in 
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we are able to identify 
the individual clieks 
that comprise data- 
obscuring noise in ultra-small circuits. 


Quiet! Electrons At Work 


Identifying the source of electron noise 
is a big step toward removing it. But, 
AT&T is already working on the next 
step—experimentally altering the 
nature of atomic obstacles to reduce 
their effects. 

As the number of components on 
silicon integrated circuit chips continues . 
to increase—by a factor of as much as 
100 each decade—a knowledge of noise 
becomes critical. Today, AT&T packs 
2 million components into its megabit 
memory chip; by the late 1990s, 
100-million-component chips should be 
possible. 

A consistent world leader in 
microelectronics, AT&T will continue to 
probe the physics of the very small, 
building on the advanced research made 
possible by a laboratory on a chip. 


L JAT&T publishes a magazine called 
PROTO, a report to managers on how 
AT&T technologies are being used in 
advanced communications produets and 
services. i: 
For a free copy of PROTO, write: 
PROTO Cireulation Manager, AT&T 
Bell Laboratories, Box A, Room 1L-404, 
101 John E Kennedy Parkway, Short 
Hills, New Jersey 07078. © copyright 1936 АТӘТ 





Listening to electrons 
one at a time. 


AT&T 





The grea 
trade route. 


Europe, Asia, two vast mar- 
kets. A. great trading tradition. 
From telephone systems in 
Stockholm all the way to ship- 
building in Shanghai, there's a 
billion opportunities. 
Banque Indosuez is in every 
country in Western Europe 
— were the only French bank in 
the four Nordic countries — and 
we're in 22 countries throughout 
Asie and the Pacific. 
Ready to combine forces with 
you on the great trade route. 
Banque Indosuez, present in 
65 countries, opens up a whole 
world of opportunities. 


BANQUE INDOSUEZ 


Head office : 96, boulevard Haussmann, 75008 Paris SHANGHAI: shipbuildi 


BANQUE INDOSUEZ. 
A WHOLE WORLD OF OPPOF 
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NOT A BITE ALL DAY. 

.. AT LEAST THERE'S THE FLIGHT HOME 

ON'SINGAPORE AIRLINES BUSINESS C 
> TO LOOK FORWARD TO. 





















































‘In 1888 Interbank started out as the multi 





national Banque de Salonique. 
From the beginning it prospered, specializing 


in trade between the Ottoman Empire and 





< The entrepreneurial flair and international 
orientation of the original Banque de 
Salonique still distinguish the Istanbul-based 
bank, renamed in 1969 the International Bank 





for Industry and Commerce. 
Interbank, for short. 


In the years that followed, Interbank has ' 






grown to such an extent that it has become 
Turkey’s leading wholesale bank, specializing 


in trade finance. 





Our client base of top-tier companies is 
responsible for three-quarters of Turkey's 


rapidly expanding international business; and 





Interbank, in turn, handles some 12% of this trade. 
With a correspondent network covering the 
globe, we are expert in managing Turkish import/ 
export transactions and well versed in financing 
transit trade and countertrade deals involving 
Turkish partners. 


But our activities dont end there. We've 


























become a leader in foreign exchange dealing an? 
government securities trading. We're the first 
Turkish bank to link our entire branch network 
into a real-time, online system. 

Young Turks may change their name, but at 
heart their forward looking, innovative spirit has 


only gained impetus over the years. 


INTERBANK 
S THE TURKISH BANK FOR 
INTERNATIONAL TRADE 


For more information please contact N.A. SHEPPARD, ULUSLARARASI ENDÜSTRİ VE TİCARET BANKASI A.S., BUYUKDERE CAD. 108, ESENTEPE, 
ISTANBUL, TURKEY. TELEPHONE: 172 2000. TELEX: 26 980 IBIC TR. 
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Sanctions debate 


SiR—Many people seem to have 
-lost sight of the purpose of sanc- 
tions against South Africa. If the 
purpose is to cause the fall of 
apartheid and not the destruction 
of South Africa, then one must 
consider the economic forces that 
have been undermining the “old” 
apartheid. 

_ By 1971, the government spe- 
cifically recognised the depen- 
dence of white areas on black 
labour, and the colour bar in a 
number of occupations was lift- 
ed. This process continued 
throughout the 1970s, resulting in 
a 332% increase in real black 
incomes, as against a 112% in- 
crease in white incomes. In real 
terms, all incomes rose, and this 
is the key to understanding recent 
political changes, such as the ac- 
ceptance (in 1979) of black prop- 
erty ownership in black urban 
‘areas, general repeal of job reser- 
vation, freedom of unionisation, 
repeal of influx control and pass 
laws, urbanisation and housing 
for blacks, an almost total repeal 
of "petty apartheid", etc. Now 
the benefits to be derived from an 
industrial and outward orienta- 
tion of the South African econo- 
my require that apartheid be dis- 
mantled. President — Botha's 
statement that "We've outgrown 
outdated apartheid" precisely de- 
scribes the situation. 

Could sanctions speed up the 
_ process of dismantling apartheid 
Бу crippling its economy? Clearly 
not. On the contrary, sanctions 
would undermine precisely those 
forces which have pushed South 
Africa away from apartheid and 
could well lead to a polarisation 
‘of South Africa into old-style 
t white right-wingers on the one 
side and anti-capitalist radicals 
on the other. 


Rondebosch, 


South Africa | Z. S. А. GURZYNSKI 


SiR—The fundamental issue 
about sanctions against South Af- 
rica is justice. Whatever the stra- 
tegic issues, the experience of 
other African states or the eco- 
nomic inefficiencies of sanctions, 
nobody living in a western de- 
mocracy can argue it is just for a 
fraction of the population to op- 
^ press the overwhelming majority. 

: . Both the Afrikaners and the 
opponents of sanctions are insur- 
ing that the prophecy of black 
‘rule as black tyranny will come 
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true. For 40 years, the Afrikaners - 


have steadfastly refused dignity, 
let alone a political role, to 
blacks. For nearly as long, the 
western opponents of sanctions 
have refused to consider the 
rights of blacks. Would anybody 
be surprised if the blacks were to 
turn away from the West? 


Bahrain S. T. ABDUL KADER 





Islands asunder 


SiR—Your leader on Sri І апка 
and the Tamils (August 9th) 
points to Hispaniola and New 
Guinea as divided islands that 
“few now question". It would be 
rather unfortunate if some of 
your readers infer they are mod- 
els Sri Lanka should copy. 

The Haiti/Dominican Republic 
border has seen more war than 
peace and is not exactly a zone of 
tranquillity. There are more than 
a few New Guineans in West 
Irian and Papua New Guinea 
who question their border. Indo- 
nesia granted itself the expired 
Dutch licence to West Irian on 
grounds that it was curing old 
colonial ills. Over the faint and 
faint-hearted protests of some 
developed countries, it substitut- 
ed a new colonialism that makes 
little sense, geographically, eth- 


nically or politically. 
Santa Barbara, 
California LEONARD BROOM 


SiR—Indeed, Sri Lanka has been 
shared for centuries but the pre- 
sent problem is that the Tamil 
separatists demand a lion's share: 
about 30% of the country, to 
create a sovereign state for the 
Sri Lankan Tamils who make up 
only 12.5% of the population. 

You refer to * . . . two lots of 
people", meaning the Sinhalese 
and the Tamils, without taking 
account of the Muslims, Malays 
and others who constitute 13% of 
the population; it is noteworthy 
that they will have no truck with 
the separatists. 

There is no question of “more 
elbow-room" for the Tamils be- 
cause they already have the free- 
dom to live anywhere in the 
country; 51.3% live in the North- 
ern Provinces, 21. 3% in the East 
and 27.4% in the other areas. 
Tamils have equal. rights with 
other Sri Lankans; they hold po- 
sitions in every profession at all 
levels in the public, private and 
business sectors. Sri Lankan ra- 
dio and television allocate half of 
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the total hours to Tamil pro- 
grammes. Sri Lanka is the only 
country where the currency and 
postal stamps contain Tamil 
script. The level of compliance 
with basic human-rights cove- 
nants is higher in Sri Lanka than 


in India. and many other 
countries. 
Invercargill, W.S. RAMBUKWELLE 


New Zealand P. A. SAMARAWEERA 





African consciousness 


SiR—In your leader on divisible 
Africa (August 23rd), you wrote 
“The continent is at an earlier 
stage of consciousness, and 
therefore political development, 
than other parts of the world.” 

Are you saying that it is not the 
social being of men that deter- 
mines their consciousness, but 
rather their consciousness that 
determines their being? 

] just do not know what to 
make of it, from a magazine 
called The Economist, no less. 





Seattle, 
Washington CRAIG A. MASON 
Tales from the Ukraine 


SIR—You describe (August 30th) 
the technical. explanation of the 
Chernobyl disaster presented by 
Soviet scientists in Vienna as a 
“disarming show of contrition— 
and a welcome policy of can- 
dour”. Most other western com- 
mentators have likewise taken it 
at face value. 

Perhaps correctly. But has 
there been any possibility of inde- 
pendent verification of the cen- 
tral thesis that the accident was 
caused by the “almost unbeliev- 
able" folly and disregard of safety 
regulations. perpetrated for no 
apparent reasons by a group. of 
plant engineers? Did they suc- 
cumb to idle curiosity? Ог take 
too seriously Mr. Gorbachev's 
campaign to promote local 
initiative? - 

What is clear is the Soviet gov- 


ernment's political need to exon- 
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-erate the “system” by placing the 


blame on aberrant individuals (in 
Stalin’s days they would no doubt 
have. been labelled counter-revo- 
lutionary wreckers or subversive 
agents of imperialism). The gov- 
ernmerit also needs to vindicate 
the design of Soviet nuclear pow- 
er stations, which are said to 
require only. a. few additional 
safety devices or modifications to 
play an expanding part in the 
country's energy programme. 
Dorking, 


Surrey PETER FOSTER 


For arts sake . 
SIRI would like to think that 
Picasso’s “Weeping woman” 


(August 9th) was taken by an art 
lover as a public service. Along 
with many of Picasso's paintings, 
“Weeping woman" is:a ludi- 
crously over-praised pice of ru 






mentality is alive ze well. I look 
foward to reading that more non- 
art is disappearing from museum 
walls. 

Santa Monica, 
California Ji RENTON 
The painting has now been safely 
found—Ed. 





Fundamentalists 


SIR—Your article on anti-funda- 
mentalists (August 30th) statec 
“fundamentalists are told. tc 
break away from family member: 
they cannot convert.” Just what 
then, is meant by the term funda 
mentalist? It is normally appliec 
to those Christians who hold tc 
the tradition that the Bible is the 
inspired word of God, апа is the 
(only) authority which mediate: 
between ourselves and God. 4 
this true definition, the statemem 
made is libellous. 

You owe it, sir, to the Chris 
tian community to clarify . thi: 
matter, lest you should be, by 
perpetuating such prejudice, do 
ing the devil's work. 

Geneva REV MICHAEL В. WiETESK; 





Pakistan 


SiR—The point you should hav 
raised about President Zia's qua 
si-democracy (August 23rd) і 
not whether the present constitu 
tional framework will pave thi 
way for the restoration of democ 
racy in Pakistan, but whether : 
state created on the basis of reli 
gion can afford to adopt a secula 
and democratic system of govern 
ment. 

Ever since its inception in Au 
gust 1947, the state of Pakistai 
n remained in а. state- of mor 
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Commonwealth Secretariat 


(Commonwealth Fund for Technical Co-operation) 


ASSISTANT DIRECTOR 


GENERAL TECHNICAL ASSISTANCE DIVISION 


Applications are invited for the post of Assistant Director in the General Technical 
Assistance Division, CFTC. The Division provides professional, managerial and 
technical skills i response to requests from Commonwealth developing countries. 
Accounting for about 40% of the Fund’s budget, the Division currently handles some 
300-400 projects at any time, mainly involving the provision of individual experts and 
advisers, of which about 270 are in operation in 55- member countries and national/ 
regional institutions. 

The Assistant. Director will be required to formulate and draft programme. plans of 
agsistance for individual countries and regions as well as to assess specific projects and 
undertake their implementation and management. He/she will also be required, inter 
alia, to prepare reports and meeting papers and to undertake duty travel as required. 


2. Applicants, who must be citizens of Commonwealth countries, should have experi- 
: псе їп all aspects of development administration, and demonstrated competence in 
|. initiating, planning and executing technical assistance programmes. Applicants must 

havea good University degree in an appropriate discipline plus post-graduate 
qualifications in Economics and/or Project Analysis. Knowledge of the programmes 
and procedures of other technical assistance agencies, and working experience in a 
similar position, would be a distinct advantage. 





The appointment is normally for an initial period of two to three years. Salary in the 
range of £21,252-£23,964 (gross) per annum, plus for a British appointee 124% of 
salary as enhancement and for an overseas appointeé expatriation and other 
allowances. Job description and further details are available on request. Written 
applications giving full details of qualifications and. experience together with the 
names and addresses of three referees should be sent by 24 October 1986 to: 


Recruitment Section 
Commonwealth Secretariat 
Marlborough. House, Pall Mail, London SW1Y SHX 

Telephone: 01-839 3411 Ext. 8151 

















~ CREDITANSTALT-BANKVEREIN 
London Branch 


Business Development 
Asia & Australasia 


: The London Branch of Austria's leading Bank is seeking to recruit 
an additional member for its Asia and Australasia Section. 


The Bank specialises in arranging high value added transactions 
which аге normally acquisition-led, tax-driven, or have a strong 
swap or capital market flavour. 


Ideally, candidates. will probably be in their late twenties, gradu- 

ates or professionally qualified, with sound credit skills and 

extensive lending experience. They will now be looking to move to 
ап environment which is strongly merchant/investment banking 
: -Orientated but one in which their strong commercial banking skills 
мі be utilised to the fullest extent. 


| Although London-based, the job will involve significant overseas 
travel in the Asia and Australasia region for the right candidate in 
the medium term. E 


^ A: competitive salary is offered plus all usual banking benefits. 
- Please apply, with full curriculum vitae in confidence to Richard 
; Barker, Senior Manager Personnel, Creditanstalt-Bankverein, 29 
Gresham Street, London EC2V 7AH. 

















The Papua New Guinea Harbours Board is seeking two 


Reporting to the Board of Directors through the Chief 


Closing date for receipt of applications is 3 October 1986. 


PNG HARBOURS BOARD | 
DEPUTY GENERAL MANAGERS - 
FINANCIAL 


AND ENGINEERING EXECUTIVES 
£25,000 plus benefits 








very capable senior executives to complete its manage- 
ment team. 


The Board has 500 employees and controls 16 ports in 
Papua New Guinea. Both positions are located in Port 
Moresby. 


Salary package (including. 2496 gratuity taxed at 296) of 
approx £25,000 are applicable. Benefits include motor 
vehicle, free accommodation, education subsidies in Pa- 
pua New Guinea or overseas, removal expenses and 
fares to and from Papua New Guinea, and annual leave 
fares. Initial three year contracts are envisaged. 


DGM ADMINISTRATION 




















Executive. Responsible for all the financial and adminis- 
tration functions of the Board with four Department Heads 
reporting to him (Finance, Administration, Computer and 
Personnel). 


Candidates must be a member of a recognised Account- 
ing Institute with at least ten years experience in a senior 
position. The position will appeal to an executive seeking 
full financial and administrative responsibility who can: 

operate independently and effectively contribute as part of 
the Executive Management. 5 


DGM OPERATIONS E 
Reporting to the Board of Directors through the Chief 
Executive. Takes overall responsibility for all engineering 
matters in the supervision of a maintenance budget of Кї · 
million and three year capital works budget of R35 rnillion. 
Responsible for operation of the Ports including shipping, 
pilotage and security services. 


The position should be of interest to a successful. and 
ambitious Engineer or Port or Shipping Operations Execu- 
tive seeking more responsibility and advancement in a 
role which encompasses a wide range of interests and - 
professional disciplines. Experience, energy and enthusi- 
asm are essential personal qualities. | 
Applicants should write providing an after hours telephone · | 
contact number to: 3: | 
The Personnel Manager, 
G. Maunsell & Partners, 
Yeoman House, _ 
. 63 Croydon Road, _ 
London SE20 7TP. 

























! applications will be treated in the strictest confidence. _ 








or less permanent identity crisis. 
The. army-bureaucracy-clergy 
elite. has consistently failed to 
“make up its mind about the kind 
of Pakistan it would like to 
constitute. 
A secular and democratic Paki- 
_ stan would contradict the princi- 
ре оп which the country was 
© created, and earn the wrath of 
the religious ideologues. Military 
-dictatorship and authoritarian 
тше, on the other hand, do not 
please the Americans, who pro- 


vide substantial economic and. 


military aid. By deciding to cre- 
“ate a kind of controlled and limit- 
гед democracy in Pakistan, Presi- 
dent Zia has thus managed to kill 
two birds with one stone. 
“Gants Hill, 


"Essex RANDHIR SINGH BAINES 





Civil service pay 
. SIR~Your report (August 30th) 
ithat the Treasury has proposals 
to depart from single national 
. rates for civil service pay is wel- 
соте but long overdue. Some 30 
* years ago, there were three rates: 
London; big. cities and the prov- 
inces: Although this gave a modi- 
cum of justice, it was abandoned, 
mainly on boundary arguments, 
for the present system. 

This has had several bad re- 
sults. It is clear that one attracts 
different quality basic staff using 
the.same pay. rates for, say, Bir- 
mingham and Bangor when the 
needs possibly are in the opposite 
direction. The need to retain ba- 
sic staff in big cities also leads to 
fictitious. overtime, with all its 
integrity consequences -among 

working teams. 

Nor can the pension results be 
„ignored. On retirement, personal 
costs largely standardise, identi- 

cally so if one retires to the same 
location. With pension geared to 
final salary, officers in every way 
similar, apart from their place of 
employment, vary substantially 
án pension benefits. 

On this last point it would be 

simple to adjust pensions, and 


e the necessary pay deductions or 


provisions, (ога national scale, 
which would provide a more eq- 
uitable situation and also benefit 
the public purse. I am afraid, 
however, too much self interest is 
involved to see this takes place. 


Manchester A. T. Jones 





- Fair play in Calcutta 
SiR—While agreeing with. your 
correspondent - about . India's 
great fascination with cricket 
(August 16th), I submit that the 
pelting of the Indian cricket team 
by spectators during a recent Test 
; match agains gland i in Calcut 













"ta had ks to do with that (сий: 


tion than with. the passion of 
Calcutta's inhabitants · for fair 
play and their readiness to ad- 
minister rough justice. on the 
spot. 

Which is why in an earlier 
article ("Love and squalor in Cal- 
cutta", July 5th) you are able to 
claim that Calcutta is India's most 


„peaceful place, “where a woman 


need not worry about walking 
around alone at night". Again, 
not because there are no miscre- 
ants in that huge city, but because 
of the certainty that a woman's 
scream will immediately summon 
a hundred citizens intent on do- 
ing their own violent version of 
the constabulary's work. 

Some years ago, my pocket 
was picked in the second-class 
compartment of a crowded Cal- 
cutta tramcar. I glimpsed the 
thief putting away the wallet and 
demanded he give it back, which 
he quietly did. However, when 
the other passengers realised 
what had happened, they hauled 
the unfortunate man off the vehi- 
cle at the next stop and gave him 
a merciless beating. 

I do not suppose the many 
crime-ridden cities of the world 
want to imitate that. 


Trinidad ANTHONY WAHID 





Modern Australia 


SiR—Decadent bronzed young 
men surfing, taking copious 
quantities of drugs, catching 
AIDS, committing crimes, living 
in rat-hole squats, avoiding any 
job given them by the job centres 
through slack rules on the matter. 
You certainly painted a sleazy 
picture (August 22nd) of modern 
Australia in decline. The truth is 
different. 

. The weather in most of the 
populated parts of the continent 
is far from conducive for surfing 
three-quarters of the year; some 
of the southern cities do not have 
surf on their beaches at all. Mari- 
juana, the most popular of the 
illegal drugs, costs a hefty $250 an 
ounce, making it out of the price 
range of anybody reliant upon 
the $90 a week given for unem- 
ployment benefits. Squatting has 
never really taken off in Australia 
as it has in Europe; the unem- 
ployed here prefer to share 
houses with one person a room, 
and generally ratless. 

The rule that a. person must 
accept any job offered him by our 
equivalent of job centres, or for- 
feit his unemployment benefits 
for 13 weeks, has been in exis- 
tence long before Mr Bob 


Hawke. AIDS and crime are prob- : 
ably far less widespread in Aus- 
t han i : 


European | 
American counterparts. 
Dover Heights, - 
New South Males 


and (particularly) 


Mark GOVIER 





i An uncommon maka. 


SIR—You do not get to the root 
of the problem of EEC internal 
frontiers (August 16th). The real 
truth is that if all restrictions 
within the market were removed, 
a large number of civil servants 
would be redundant. Customs, 
police, post offices, central 
banks, immigration and tax of- 
fices would all be reduced in size. 
Since no civil service will willingly 
dismantle itself, plausible reasons 
for the continuity of restrictions, 
such as those given in your lead- 
er, will continue to be presented. 
The: way around this is to dis- 
mantle the civil service now so 
the restrictions would then be 
unenforceable and die. The gov- 
ernments should therefore take 
the following steps: 
1. Ban all civil service hiring for 
ten years; 
2. Set up a common-market pool 
of unemployed civil servants with 
unemployment payments made 
from common-market funds; 
3. Agree on the number of civil 
servants in the unemployment 
pool to be provided by each of 
the ten as well as Brussels. 
4. Allow all members of the un- 
employment pool to continue to 
draw: unemployment payments 
while attending technical school 
or university. 
Fontenoy-aux-roses, 


France KEN BRAMHAM 





British poetry 


SirR—The real wellsprings of po- 
etry in Britain ("Small is poor", 
August l6th) are not the little 
presses but the little magazines: 
nobody can expect to get a collec- 
tion into print without a track 
record in the little mags. Yet 
these magazines are even more 
shabbily treated than the presses. 

The Arts Council of Great 
Britain lavishly finances only a 
favoured few, and not many Re- 
gional Arts Associations are en- 
lightened. enough to realise that 
support for magazines is the sur- 
est way of putting new writers 
before the public. 

In too many cases, therefore, 
grants are given to those maga- 
zines which are politically accept- 
able. Increasingly, grant-giving 
committees are stuffed with polit- 
ical appointees who ensure that 
only magazines conforming. to 
their own prejudices get what 
money is available. Thus a system 
of hidd 


en censorship operates, 


the press in countries much les 
free than Britain) the only trul 


independent magazines are thos 


whose editors are prepared t: 
work for nothing to keep them ii 


"print. Not surprisingly there an 


very few of them around... 

Although it is true that poetr 
publishing is experiencing some 
thing of a boom, it is also tru 
that the economics are distorte: 
by the artificial concentration o 
funds within stylistic or politica 
cliques. What is being publishe: 
is not representative. of what i 
being written. It would be ai 
interesting experiment to drop al 
subsidies for, say, five years, am 
see which magazines survived. 1 
would be even тоге interestin, 
to see the work being publishe: 
in those magazines that di 
survive. 


Nuneaton, 
Warwickshire © 





ESRC 

SiR—In your comment on th 
Macro-economic Modelling Con 
sortium (September 6th) it is stat 
ed that “at the time of the previ 
ous allocation in 1982, the Soci: 
Science Research Council, th 
ESRC predecessor, withdrew a 
its support from the Cambridg 
Economic Policy Group whic 
was headed by Professor Wynn 
Godley." 

This statement is wrong. Pre 
fessor Godley has been funded b 
the consortium over the pa: 
three years as a result of th 
allocations made in 1982. 





















Douglas HAGU 
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Just published: EIU Special Report No.1051 


Poland to 
the 1990s 


RETREAT OR REFORM? 


The Polish economy is walking a 
tightrope between satisfying the 
demands of the population. and its 
obligations to Western Bankers. Could 
more be achieved if the theory of General 
Jaruzelski's economic reform was put 
into practice? How will the. new targets 
be met? This report givés a 
comprehensive analysis of Poland's 

":problems and assesses the likelihood of 
the 1986-90 plan succeeding. 


Price including pastage: UK and Europe £85; 
North America US$160; Rest of world £88. 


The Economist Publications Ltd 

Marketing Department {EPN} 5 

40 Duke Siret 10 Rockefeller Piza, 
Rew York, NY 10020, 0 
Tet: (212) 541 5790. 
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MIT Program for Senior 
Executives 


\ general management pro- 
jram, suitable for a broad range 
»f top-level general or functional 
nanagers from a wide variety 

Xf backgrounds. 


An interdisciplinary study of 
nanagement and the economic, 
ocial, and technological envi- 
onment of the organization, the 
'mphasis is on new knowledge, 
urrent research, and future 
ends 


he program is offered twice 

early for nine weeks from February 
» April and from September to 
lovember. 


MIT Sloan School 
Executive Education 


Programs 


«а= 


BE 


The Alfred P. Sloan Fellows 
Program 


A twelve-month program leading 
to a Master of Science in Manage- 
ment for U.S. and international 
industry and government execu- 
tives. A health management option 
is also available 


Applicants should be in middle to 
upper-middle management or staff 
positions with approximately ten 

to twelve years of experience 


Applicants are nominated and 
sponsored by private and public 
sector organizations, selected by 
MIT, and appointed Alfred P. Sloan 
Fellows. 


Special Summer Programs in 
Functional Areas 


Special one- and two-week 
summer programs in functional 
management areas designed 

to help practicing managers keep 
pace with developments in their 
field 


For further information on these 
programs please contact: 


Executive Education Programs 
MIT Sloan School of Management 
Room E52-130 

Cambridge, Massachusetts 02139 


Telephone: (617) 253-7166, or 
(617) 253-7189 
Telex: 797961 MIT SLOAN UD 


Fast, regular and reliable text communications are 
essential to success in the global marketplace. The world- 
famous Heineken Brewery is a good example. 

High-volume telex traffic between the 100 separate 
breweries around the world in which Heineken participates, is 
routed via a Philips SOPHO-TEXT automated text communica- 

ion system. So the speed and efficiency of all its telex 
ommunications are greatly increased. 

And because the SOPHO TEXT can also interconnect 
computers, teletex terminals, electronic typewriters and word 
processors, Heineken will eventually employ it for in-house 

:ommunications as well. 


How Philips technolog 


and to 



































Colgate-Palmolive is another world-famous compam 
that uses Philips technology for better business. 
Take its automated toothpaste factory in Hamburg, 
West Germany, for instance. 
A Philips high-technology electronic batching system 
based on a microcomputer and a distributed-intelligence net- 
work of electronic sensors, controls the extremely complex 
manufacturing process. | 
From ingredient formulation and batch tracking о 
. process supervision and management. 


Philips. The sure sign of expertise worldwide. 
PHILIPS 


Philips Corporate Marketing Communications. Eindhoven: the Netherland: 






















ANATOMY OF A STAR 


Our star comprises four arrow- 
heads, each of which contain, in Arab 
calligraphy, two words: Commercial 
Bank. 

This is the corporate symbol of the 
Commercial Bank of Kuwait, famous 
for its pioneering approach to Middle 
East banking. 

We were the first Kuwaiti bank 
to establish a foreign exchange dealing 
room; first to introduce automated 
letters of credit; and first to link all 
branches on-line to a central computer. 


Sa Banko of Kuwait 7 














Now we're leading the way with . 
forward rate agreements, interest rate 
swaps, currency options and interest: 
rate options. 

With strong contacts in 89 countries 
many major companies are already 
enjoying the benefits of our services. 
So could you. And at very competitive 
prices, too. | 

< Bear us in mind next time you | 
have a special need. Commercial Bank 
of Kuwait promises youan open mind. 
and some very imaginative thinking. 





Кам РО. Вох 2861. 13029 pale Kuwait, ре 2411001. Telex. кан СВККТ. 















































Even grandmasters blunder, and Mikhail Gorbachev 
has just done so with his latest move in the negotiations 
over the summit meeting that both he and Ronald 

eagan say they want. The charge of espionage brought 
bos Mr Nicholas Daniloff, an American journalist 
based in Moscow, is the first such charge the Soviet 
Union has made against an American since 1963, and 
against a western journalist ever. It ends a series of 
astute gestures by Mr Gorbachev this year: his repeated 
renewals of Russia's moratorium on nuclear weapons 
tests; his extended hand to the countries of East Asia 
and the Pacific; even, after early floundering, the 
handling of Chernobyl. It has incensed American 
opinion-makers and congressmen, who are even angrier 
than Mr Reagan himself, just when preparatory talks 
for the summit are at their most delicate stage. 

This is an unhappy moment in the game, especially 
for its unwilling pawn, Mr Daniloff. But outraged 
Americans and anxious Europeans should pause to 
consider the deeper interests of America and Russia 
which still make it likely that the game will continue and 
a summit meeting will be held. 


[he mysterious nab 
The United States is right to be firm about Mr Daniloff. 






| I the evidence (see page 33) suggests that his “crime” 
vas to collect the sort of information every conscien- 
ious western journalist tries to gather as a part of his 
ob. That, of course, may make him guilty as charged 
ander Article 65 of the Russian criminal code, which 
orbids the collection of “state or military secrets" (a 
soad category in the Soviet Union) on behalf of a 
"foreign organisation". Mr Daniloff no doubt looked 
ike a convenient figure to nab in return for the alleged 
Russian spy the Americans arrested on August 23rd, 
[he reason the Americans are right to be stiff-necked is 
hhat the West cannot let itself be put in a position where 
шу western journalist going about his business in 
Moscow can be made a convenient counter for real 
soviet spies caught in the West. 
But this dispute is not about spying. The major 
juestion is why the Soviet Union has let a minor 
ncident threaten a negotiating process in which it has 
nvested so much. One explanation may be miscalcula- 
ion. It is possible that, at first, the KGB was doing its 
m bidding in arresting Mr Daniloff. It is also possible 
ONOM Н 131986. 








Grandmaster's bungle 


that when the case reached the highest policy-making - 
bodies (which was quickly, if not instantly), the guess - 
was that the United States could be bargained into a 
straight their-spy-for-our-hostage swap. If so, it is hard - 
to understand why Mr Anatoly Dobrynin was brought 
back from 24 years as the Soviet Union's ambassador in 
Washington to be the Central Committee's chief for- 
eign-policy man. He, if nobody else in Moscow, should 
have known that, when the question is put to them 
baldly, Americans will value individual justice above 
reasons of state, especially when the attractive victim 

and his telegenic wife are on the news every evening. 
The more disturbing possibility (though not the 
most likely one) is that the Soviet Union has conclud- 
ed this is no time to deal with America. It has 
happened before: Khrushchev was delighted in 1960 

to have the lucky excuse of a shot-down spy aircraft 
kick over a summit table that it would have been risk 
for him to sit down at. But if Mr Gorbachev were 
embarked on a summit-wrecking exercise, he could 
have used pretexts that would have served him better 
(America's departure from SALT-2? American contin- 
uance with star wars?). 
This time both Mr Gorbachev and Mr Reagan want a 
summit—though the Russian leader needs one more. 
Of course there are conservative forces in Moscow. 
trying to frustrate the moves Mr Gorbachev is making 
to change the Soviet Union. Another goodwill meeting 
like the one he had with Mr Reagan in Geneva last 
November would do Mr Gorbachev no good with the 
army and KGB men restive over his conduct of relations 

with America. But the Russian leader would welcome 
meeting that made real progress towards two things: a 
reduction in, or at least limit on, the money the Soviet 
Union would have to spend on its strategic nuclear 
forces, including especially any that would have to be 
built up because of star wars; and enough of a reductio 
in tensions with the West to allow him to concentrat 
for some years on domestic reforms to try to spur 
Russia’s economy. ; : 
For his part, Mr Reagan wants an agreement that 
would give him the kind of stature as a statesman that 
he has already won at home with his economic and tax 
policies. He must also be calculating that Congress is 
unlikely to appropriate enough money—especially for 
ar wars—to let him wage a spending battle with Russia 
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f the two leaders fail to fix up a summit. |. — 
"There is thus а swathe of common ground for a 
summit agreement. One possible component is a deal in 
the Stockholm talks on "confidence-building" mea- 
sures in Europe. Another is on medium-range missiles 
in Europe, a third on chemical weapons, a fourth on 
nuclear-test verification (which could lead the United 
States to ratify the 12-year-old Threshold Test Ban 
Treaty). At the pinnacle would be a partial agreement 
to trade some reduction in long-range nuclear weapons 
for some restraint on star wars. American and Soviet 
officials were talking about the outlines of such a deal 
until the Daniloff affair intervened. Any of these would 
probably satisfy Mr Gorbachev's minimum summit 


After Karachi 


_ yield to the terrorists’ purpose 


_ A sudden squall of murders, from a passenger aircraft 
_ in Karachi to a synagogue in Istanbul to Paris's city hall, 
has ended the world's respite from Middle Eastern 
terrorism. It was a brief lull, and the only surprise about 
its ending was the scale of the brutality involved. For 
the West now knows, even if it still does not want to 
believe, that terrorism is a permanent fixture of modern 
life. It can be fought and contained; but there will be no 
total victory in the war against it. The one lesson that 
democrats should drive home to terrorists is that terror 
will never advance their causes. The state of the “peace 
process" in the Middle East following last week's 
violence bleakly proves that point. 

The main reason terrorism will not go away is that the 
cost of perpetrating it is tiny set against the benefits to 
those who direct it. Technological progress has mightily 
magnified the influence of the individual terrorist. The 
bomb-throwing Russian anarchist of 1890 would be 
astonished to discover that it is now possible for a 
propagandist-by-deed to hijack 400 people trapped in 
an airborne vehicle, and commandeer not only the 
attention of governments but also that of a worldwide 
communications network that reaches hundreds of 
millions of people at once. Individuals with a few 
-thousand dollars’ worth of guns and grenades can thus 
wage war against states with billions of dollars' worth of 
c firepower. 
` Those directing the guns and grenades can do so 
more or less from the comfort of their own homes. The 
impressionable young fanatics who carry out their 
orders may. be imprisoned or executed or may blow 
themselves apart. The order-givers, however, are nor- 
mally immune. In the rare cases when they are subject 
to the process of law and imprisoned, as the suspected 
terrorist Mr Georges Ibrahim Abdallah was in France, 
they can count on further terrorist actions, like those 
committed in France sínce the beginning of this month, 
to try to force democratic governments to free them. 
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. Terrorism is back. Its return should strengthen the West's determination not to 


Modern terrorism was born a century ago in Russian 






requirement of agreement on “one of two of the 
-substantial problems of international security". 
— Mr Daniloff has become a counter in a game of hard 


negotiation. The bungle of his detention could still send 
Soviet-American relations back into the deep freeze 
that last November's fireside summit helped thaw. But 
this seems improbable. The objective reasons for a 
summit agreement are strong, and it is not beyond 
American and Russian ingenuity to find a Daniloff 
compromise to make it possible. Russians have repeat- 
edly shown that they are toughest in negotiations just 
before they give way. The main task for the Reagan 
administration is to stay cool enough and firm enough 
to take advantage of that trait. һа 








attempts to promote democracy by killing despots. 
Terrorism these days usually attacks democracy inside: 
countries and undermines peaceful negotiation be- 
tween them. In the hotbed of terrorism—which is Latin 
America, not the Middle East—terrorist campaigns 
helped to produce the Argentine and Uruguayan mili- 
tary dictatorships of the 1970s. This is why, whatever 
“legitimate grievances” can be cited to explain terror- 
ism, democracies have to be ruthless in resisting it. 
Their way of life is its real target. | 

The first line of democratic resistance is better police 
work. This requires giving attention and money to the 
sometimes dull subjects of international co-operation 
border control (Italy's decision this week to examine 
diplomatic bags with X-rays and metal detectors is # 
step in the right direction), airport administration anc 
commando training. Some ideas for dealing with air. 
craft hijackings are on page 40. 

Another way of containing terrorism is to be willi 
to hit back when states sponsor it. Israel's probable 
retaliation for the killings in Istanbul —bombing Pales; 
tinian camps іп Lebanon—will do little good. The 
people who order such killings are not hurt by that kine 
of action. The people who run governments, however 
generally are hurt by attacks on their territory. That i 
why diplomatic and economic pressure on states thae 
back terrorist actions, and in clear cases a militar. 
response (as America meted out to Libya in April), cas 
reduce the terrorism that some governments have 
chosen to aid. 










In the cauldron | 
The murky evidence that has so far come out about th» 
Karachi hijacking and the Istanbul murders (see page 
40) suggests that no state was behind either incident 
Palestinian groups were the more likely perpetrators. M 
so, the most important point to emphasise to them ii 
that their bombs will have served only to weaken th. 


. cause that they claim to hold dear. The killings hav. 
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lestroyed the chance to use the cl s 
shimon Peres's term as prime minister of Israel to break 
he deadlock over talks about the West Bank and Gaza. 
Chey made the idea of an Egypt-Israel summit, which at 
ast was agreed to on September 11th, still less palatable 
о a reluctant President Mubarak of Egypt: he had to 
eckon with the prospect of Israeli retaliation against 
"alestinians. They have prompted Mr Yitzhak Shamir, 
vho is due to take over as Israel's prime minister on 
Jctober 15th, to remind the world how tough he will be 
yer the West Bank. 

A proven Palestinian connection to the hijacking and 
ynagogue killings will worsen the most urgent difficulty 
n the Arab-Israel quarrel: finding Palestinian leaders 
vhom Israel can reasonably be expected to talk to but 
vho at the same time command the support of most 
?"alestinans. More Palestinian terrorism will confirm 
sraelis in the view that Mr Yasser Arafat is unfit to talk 





days of Mr 


to: he either sanctioned the violence, which makes him 
an unacceptable negotiator, or he could not control it, 
which makes him a worthless negotiator. Yet Mr Araf 
and the Palestine Liberation Organisation seem as 
indispensable to Palestinians as ever. An opinion poll i 
the Israeli-occupied territories showed that a large 
majority of Palestinians there support both the PLO and 
the use of violence to promote its cause. 

They are wrong in thinking that terrorism will get 
them anywhere. Because it attacks the central things 
western democracies believe in their main concer 
will—properly—always be to resist terrorism first an 
worry about the grievances behind it later. More terror 
undermines those in Israel who are inclined to negotiate. 
with Palestinians. And it delays the moment when 
Israel has to face the great test it has so far been spared 
how it will respond if it is confronted with reasonable 
Palestinian negotiators and proposals. 























boaked by protectionists 


tis consumers who pay for the jobs that trade barriers 


игрой to save 


Mention the eighth round of negotiations on the 
3eneral Agreement on Tariffs and Trade (GATT) which 
'egins in Punta del Este next week, and most people 
vill suddenly remember that they need to top up their 
lrink. Yet buyers of just about everything, from cars to 
lothes to computers to corn, will pay more for lower 
juality stuff if these seemingly boring talks in an 
)bscure seaside town in Uruguay are a failure (see our 
‘urtain raiser on pages 59-63). 

All of which illustrates a sad truth. Protectionism 
‘osts money and consumers foot the bill. But the 
"articular interest of makers of, say, “rubber shoes with 
anvas uppers" (tradespeak for trainers) to keep out 
ompetitive products overrides the general interest of 
asumers to keep down the prices of tennis, gym and 
ogging shoes. So protectionist lobbies continue to get 
мау with import restrictions, voluntary restraint agree- 
nents, market-sharing arrangements and 101 other 
leals that rob the consumer. 





7ounting the cost 
Aost such deals are sold to the public, and to the 
»oliticians they elect, as necessary to save jobs. It is a 
Рато pitch by the lobbyists. The World Bank's 1986 
Jevelopment Report puts the “efficiency loss" of each 
Db saved by protectionist measures in the American 
fothing industry at $169,600 in 1980; in the European 
lothing industry at $124,700, also in 1980; and in the 
&merican steel industry at $71,100 in 1985. Another 
tudy puts the cost of saving a job in the non-leather 
hoe industry in Britain at about 12 times the cost of 
djusting to free trade. It reckons that, to keep British 
hoemakers permanently in business, the cost (dis- 
ounted back to today's money) would be £2.35 billion 
$3.5 villion), about £117 for every household. 




































The cost of "saving" 
eec 8jthin industry 


States 


Consumers seldom spot what is happening, except 
when a trade barrier is suddenly brought between them 
and their favourite import. А “voluntary export re- 
straint” agreement rationed the sale of Japanese cars in. 
the United States; in 1984 American buyers of Japanese 
cars found that they were paying an average of $1,300. 
more per car than they would have done if the Japanese 
had not been forced to volunteer for anything. Britain. 
has had a similar "agreement" with Japan for years, so 
the British are less aware that they pay about 1596 more 
than they need to for cheaper Japanese cars. _ 

Since just about everybody wears clothes, the cost of. 
protectionism in textiles and clothing should rouse 
almost every voter against it. One British study reckons 
that abolishing the Multifibre Arrangement, which 
protects textile businesses in the rich countries from 
third-world competitors, would let Britons pay 5-10% 
less for their clothes. In the EEC as a whole, the cost of. 
protecting clothing producers was put at $1.4 billion as 
long ago as 1980; in America, at $1.5 billion. | 

The cost has certainly risen since then—and it is the 
poorest consumers that get the worst deal. Think of the 
costs of protection as a tax, and treat it as a surcharge on 
the income tax that people pay. That is what the Worl 
Bank did; it found that, based on 1984 figures, import 
restrictions in America amount to an income-tax sur- 
charge of 66% on people earning around $8,000 a year. 
For those on $60,000, the surcharge falls to 596. : 

Since every country is protectionist (though some 
more than others), all are impoverishing themselves. 
Trade liberalisation would bring big gains to consumers 
everywhere, especially if it were extended to farming. 
On admittedly heroic assumptions, the World Bank 
reckons that industrial countries would reap an efficien- 
cy gain of $48.5 billion (in 1980 dollars) if they 
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unilaterally liberalised their agricultural trade and that 


developing countries would gain $28.2 billion if they did 


the same. The only (short-term?) loser would be 
Eastern Europe, which feeds its cattle subsidised Amer- 
ican grains and its people subsidised EEC butter. 

So why won't trade ministers be banging their desks 
in Punta del Este in support of free trade? Blame 
sectional interests. Producers of uncompetitive prod- 
ucts—American semiconductor chips, British coal, 


French video-cassettes, Japanese rice, Australian cars, 


Indonesian petrochemicals, Belgian textiles—can bend 


A strategy for Friday — 





he ears and swing the careers of local politicians. The 
loudest voices are those that warn of the social costs of 
the closure of this factory or that mine, and the votes 
that can be lost as a result. : 

The scattered, shotgun interest that consumers have 
in freer trade is often no match for the rifle-fire 
precision of those with a narrow vested interest in 
protectionism. Yet if the negotiators for the 92 coun- 
tries in the GATT round do not put the consumers first, 
just about everybody will be a loser, by amounts that it 
is absurd to foist on ordinary households. 


ALLIANCE 





Britain's Social Democrats and Liberals have to come clean 


on what they will do if Parliament is hung 


Most politicians love being asked what they would do 
with electoral success. The leaders of Britain's Alliance 
parties don't. For them, realistic success in the election 
likely to be held next year is to hold the balance of 
power in a hung Parliament and thus negotiate their 
мау to influence. Yet they hate being asked what they 
would do if the balance was theirs. 

Voters should keep asking them. Next week Dr 
David Owen's Social Democratic party (SDP) meets in 
Harrogate having resolved few of the questions raised 
by its leaders’ defection from the Labour party five 
years ago. Relations with the Liberals are punctuated 
by spats, the most recent being over the SDP's sensible 
plan for taxation and social security. Liberals resent the 
‘ineffectiveness of Dr Owen’s organisation. Dr Owen 
resents Mr Steel's lunatic fringe. Liberals believe too 
'many Social Democrats are crypto-Tories; Social Dem- 
ocrats believe too many Liberals are crypto-Socialists. 

. Some of these disputes are healthy. Dr Owen is right 
to protest that the disagreements between the two 
Alliance parties are smaller and less bitter than those 
within each of their two big rivals. The SDP in the past 
two years has contributed more research to British 
politics than the other parties put together. The dual 
character of the Alliance has added a minimum of ten 
percentage points to the old Liberal vote, and staked a 
claim to "big party" status. 

Much of this achievement is due to the weight that Dr 
"Owen himself has given to the Alliance, with his studied 
assumption of the role of Britain's youngest elder 
statesman. To this extent, all the SDP needs to do next 
week is show that Dr Owen is as potent a politician as 
ever. To be convincing, he will have to snap out of his 
past admiration for Mrs Thatcher's aggressive political 
style: fine for 1983 (just) but it plainly will not do for 
. 1987. He must also be a better party man. He already 
loathes the Labour and Liberal parties, but that is not 
offset by an obvious love for his own party. He needs to 
prove to his disgruntled Liberal allies that the SDP is 
more than a presidential cavalcade for himself and a 
running seminar for his intellectual friends. 

Such changes might be enough for the Alliance itself. 
46^ | а : 












But they will not win over that extra 10% of 
electorate needed to bring, say, 50 MPs and a chance 
real leverage in a new House of Commons. For that, 
both Dr Owen and Mr Steel must start answering 
serious questions. Theirs is the politics of centrism. 
Such politics the world over means compromise, negoti- 
ation, pacts and coalitions. In Britain, it will be enacted 
in-the corridors and cubby holes of. Westminster, 
probably on the Friday after an inconclusive general 
election. At that point, nobody will turn. back to 
Alliance voters to ask them what they think. There will 
be no internal referendum on a pact with Labour or the 
Tories, nor, more likely, on an "agreement not tc 
oppose beneficial measures in the Queen's speech". Ii 
Alliance voters are ever to play some part in the horse 
trading, their chance to do so is now: by insisting thal 
Mr Steel and Dr Owen say on what issues they woulc 
seek to temper the dogmatism of the big parties anc 
thus what kind of new government, however tempo 
rary, an Alliance vote might usher in. З 
More like Labour 4 
This newspaper, in conjunction with MORI, has start 
a regular opinion poll to establish the views of Alliance 
supporters on just such horse-trading. They show i 
strong predisposition to negotiate with Labour гае? 
than the Tories, though this would weaken were Mr 
Thatcher to be replaced as leader of the Tory party. F 
seems certain that the Alliance would go along with : 
looser fiscal policy, whether it came from Labour or i 
wetter Conservative government. It would agree t« 
some version of Labour's redistributive taxation. Liber 
als would support some. variant on nuclear-freeze 
pending-negotiations that might emerge from a battle 
between the Ministry of Defence, the Americans, M. 
Neil Kinnock and a Labour cabinet. Alliance negotia 
tors would not accept a mass repeal of the Tories' trade 
union legislation. They would oppose the renationalisa 
tion of British Telecom and other privatised industries 
They would want some undertaking on reformin 
Britain's first-past-the-post electoral system. = 
All these demands are likely to be tabled, but i 
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How Iktisat captured 
0% of the 
Turkish market 


When you're arranging trade finance, every 
minute counts. A document delayed or a 
wrong quotation can shrink your client's 
profits overnight. 

So at Iktisat, we move faster to arrange your 
transaction in the quickest possible time. Our 
pricing and commission rates are more com 
petitive because our overheads are kept low. 
This efficiency stems from our continuing pro 
gramme of development, particularly our staff. 
We recruit high quality people. We demand 
fluent English from our international bankers 
tocutoutdelaysin translation and interpreting. 
We give our branch managers authority to 





make decisions, based on specialised local 
knowledge. 


Communications are speedier, too, with fax 
machines installed and the start of our on-line, 
real-time automation programme. 

Our 1096 share of Turkey's foreign trade 
finance is just a start. Whenever time is 
money, you'll find Iktisat can put you ahead 
of the competition. 


IKTISAT 
BANKASI 


Turkey’s Merchant Bank 


For a copy of our 1985 Annual Report and June 30 1986 Accounts, please contact Arthur Wilkinson, Assistant General 
Manager, Iktisat Bankasi, Buyukdere Cad. 165, Esentepe, Istanbul, Turkey. Telephone: 176 5040. Telex: 31077 
Branches at Istanbul (6 branches), Ankara, Izmir, Bursa, Adana, Mersin, Gaziantep, Denizli, Isbenderun, Samsun 








- would be пісе to know. Already some of the machina- 


tions that might follow an inconclusive election have 
been taking place, at least between Labour and certain 
Liberals. At present, Dr Owen regards Mr Kinnock as 
no more acceptable in Downing Street than the devil 
himself. Mr Steel is believed not to share this view. By 
the same token, Labour leaders will not contemplate 
any deal with “traitors” like Dr Owen, though they 
feign a respect for the Liberals—''a real party". 

These contrasting views threaten the Alliance with a 
split within hours of the polls closing. Dr Owen and a 
few others might want to keep the Tories in office, 
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becoming the Simonite Liberals of the 1990s. Mos! 
Alliance MPs might prefer the role that centrists adopt- 
ed in 1977-79—the Liberals restraining the socialis! 
impulses of a Labour government from outside, while 
those who now march as Social Democrats did the same 
from inside. If this difference of view were to emerge or 
the post-election Friday, would a group of people whc 
had called themselves the Alliance then decide to split 
with one faction waving into Downing Street a Tory o! 
Labour leader whom many Alliance voters would be 
appalled to see as prime minister? 
Either way, it would be nice to know. 





Chile under siege 


The bullets intended to fell General Pinochet have given him 


a shot in the arm 


Who, in Chile, now trusts whom? After the attempt 
made on September 7th to ambush and kill General 
Augusto Pinochet—the first such attack in the 13 years 
of his rule—the only alignments that survive in the 
bitterly divided country are uneasy tactical ones, en- 
forced by circumstances and riddled with doubts and 
suspicions. The gulf between moderates and leftists in 
the opposition yawns even wider; and the moderates' 
hopes of drawing leaders of the armed forces into some 
sort of dialogue have once again been dashed. On the 
government side many people, including senior offi- 
cers, have been compelled by the attack on the presi- 
dent to fall in with his strong-arm line; but they now 
know that he is leading Chile up a blind alley, and 
General Pinochet knows they know. 

Having seized the chance to reimpose a state of siege 
(see page 19), the president evidently means to push to 
the utmost his claims that only a continuation of his rule 
can save Chile from red ruin. He restated those claims 
as forcefully as ever at the big demonstration in his 
support held two days after the attempt on his life. That 
rally had been planned well in advance, with much 
Soviet-style provision for spontaneous enthusiasm; but, 
in the circumstances, it took on a more convincing look. 
The leftist guerrillas who had failed to put a bullet into 
him had actually given him a timely shot in the arm. 

And that works both ways. The president's actions 
are helping the very people he has sworn to crush, the 
Chilean communists. By making it so clear that he aims 
to retain power indefinitely, and wield it ruthlessly, he 
is completing the polarisation of the country and 
making it more likely that its only political mechanisms 
will be those of naked violence. 


Secrets of survival 

The ebb tide set in for Latin America's military 
governments a few years ago, and has left Chile 
stranded as the region's only sizeable country still ruled 
by a general. Yet before the 1970s it was acknowledged 
that Chile had a much stronger historic attachment to 
constitutional government and democratic ways than 
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most of its neighbours. By Latin American standa 
Chilean society is still a relatively sophisticated one 
with a high literacy rate, a large urban middle class, ; 
tradition of independent journalism; and althougl 
many of Chile's best intellects have been driven int: 
exile since 1973, others remain. How is it that such ; 
country now seems unable to move forward like it 
neighbour Argentina, or even to emulate poor Haiti b 
throwing off an old yoke? 

Unlike Argentina, Chile has not had the advantage c 
seeing a military regime humbled by a military defeat. 1 
has no equivalent of Mrs Corazon Aquino, whos 
attractive personality combined with her husband’ 
political martyrdom to make her the Philippine oppos 
tion's natural standard-bearer. But the secrets of Ger 
eral Pinochet's survival are largely his own. He he 
proved almost General Franco's equal in his ability t 
play off different interests and political forces again: 
one another. He has not followed the Marcos trail с 
shameless extravagance and corruption. He is respecte 
as a hard-bitten professional soldier even by the 
officers—particularly in the air force and the navy- 
who recently indicated that enough would soon b 
enough, and that their loyalty would not stretch beyon 
1989, the prescribed end of his present term. 

Despite that, his position was, until September 7tl 
becoming more difficult. The economy had made som 
recovery from the slump of 1982, but Chile had run u 
foreign debts totalling some $20 billion; this put musc 
behind the increasingly severe censure coming fro: 
President Reagan's administration. The Cathol 
church was demanding respect for basic human right 
Some conservatives had joined with the Christia 
Democrats, and even with moderate socialists, | 
drawing up a new programme for a return to democrat 
which was calculated to attract the armed forces b 
cause it would allow General Pinochet to make 
dignified departure. But now that the attempt on his li 
has made the jackboot high fashion again, Chile mi 
have to live with him until 1989—and face a struggle | 
get rid of him even then. 
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The lucky leader of hapless 


Chile 


President Augusto Pinochet of Chile is 
not popular, but he has something better 
for a dictator—extraordinary good luck. 
His motorcade was attacked on the eve- 
ning of September 7th near the capital, 
Santiago, while he was being brought 

ack from a weekend at his holiday 
home. Five of his bodyguards were killed, 
and 11 other men in the escorting party 
were seriously hurt. Four vehicles were 
destroyed. The president was merely 
scratched in the hand. 

The general may also be fortunate in 
the political consequences of the attack. 
He has long claimed that his life and the 
welfare of Chile as a whole were under 
threat from communists. Day after day 
the government-controlled newspapers 
and television drummed in this menacing 
message to the increasingly sceptical pub- 
lic. There is less scepticism now. It is 
generally assumed that the assault was 
mounted by communist gucrrillas, They 
did not take half-measures: the attackers 
used machine-guns, grenades and rock- 
ets, one of which landed plumb on a 
decoy car similar to the president's. 

General Pinochet promptly declared a 


iPinochet shows himself to the faithful, alive, well and tougher than ever 
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state of siege that will probably last for at 
least three months. He closed six opposi- 
tion magazines and detained two promi- 
nent socialist leaders. He also detained 
and threatened to deport three priests; 
they had nothing to do with the assassina- 
tion attempt, but this was one way the 
general could get back at the Roman 
Catholic church, which has been increas- 
ingly vocal in criticising the government 
for human-rights abuses. The editor of an 
opposition magazine was dragged from 
his bed during a curfew and later found 
shot dead. The state of siege imposes 
additional restrictions on civil liberties 
and expands the regime's already ample 
powers of arrest and detention. General 
Pinochet talked of “а war between de- 
mocracy and Marxism”. 

The 70-year-old general, who came to 
power in a coup 13 years ago this week, 
claims that only he stands between Chile 
and chaos. He is now more likely than 
ever to present himself as the sole candi- 
date in the plebiscite which the Pinochet- 
designed constitution provides for in 
1989. The general hopes to serve for at 
least a further nine years, until 1998. 
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There have been grumblings among the 
other military chiefs about a new Pino- 
chet term. Some would like to see real 
elections for the presidency and congress 
in 1989 or before. The air-force chief, 
General Fernando Matthei, even talked 
of changing the constitution to provide 
for them. He pointedly did not offer the 
president a congratulatory message fol- 
lowing the attack. But General Pinochet 
remains army commander and that is 
what counts. His control was emphasised 
by a rent-a-crowd of about 50,000 people 
brought in by lorries from around the 
country to demonstrate in his support on 
September 9th. 

The business establishment had been 
turning away from the president in recent 
weeks, worried about Chile's increasing 
isolation in democratic Latin America 
and believing it was time for an election 
or two. The economy is looking up, after 
à bad recession in 1982-83 (see chart on 
next page). GDP may grow by 3-4% this 
year, and the trade surplus could reach $1 
billion. But because of a heavy foreign- 
debt burden the economy is far from 
healthy; and Chile is having to count on 
loans soon from the Inter-American De- 
velopment Bank ($300m), the World 
Bank ($250m) and the Bank's affiliate, 
the International Finance Corporation 
($15m). Whatever the jittery business 
community feels about the longer-term, it 
may be more wary about flirting with 
democratic ideas for some time after this 
unsettling attack. 

The attack came just as 11 of Chile's 
non-communist political parties, ranging 
from conservative to democratic socialist, 
were putting the finishing touches to a 
new policy statement. It is designed to 
show the conservative establishment that 
à return to democracy would not entail 
unacceptable risks. The document, called 
"Bases of support for a democratic gov- 
ernment", was signed at a press confer- 
ence on September 8th. It urges the 
military authorities to hold a plebiscite to 
amend the constitution and allow presi- 
dential and congressional elections ahead 
of schedule. It contains guarantees about 
the security of private property—still a 
sensitive subject for conservatives who 
nervously remember the Allende days. 

Responding to criticism that they have 
been dallying with the communists, the 
democratic politicians have been bending 
over backwards to avoid the charge. They 
refused to take part in a strike and 
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| The chill in Chile 


„Chile's: GDP % change on previous year 
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demonstration on September 4th on the 
ground that it was partly planned by 
communists. It failed. But for all their 
new-found co-operation the parties are a 
fissiparous and weak group. General Pi- 


Aircraft hijacking is back in fashion, 
after a period of peace when airport 
security measures were preventing it. 
The Karachi hijack attempt is part of a 
second, more dangerous, wave involving 
terrorists who are more professional and 
more willing to die for a cause than were 
their predecessors in the 1970s. 

The most dramatic novelty in the Ka- 
rachi incident was the controversial es- 

` cape of the flight crew through a hatch in 

the cockpit. The argument against such 
escapes is that the captain is a figure of 
authority who can deal with hijackers 
better than cowed passengers can. But 
despite the death toll in Karachi, experts 
still believe it is a good idea for the 
captain, and all the flight crew, to take to 
their rope ladder. 

The reason is that the departure of the 

‘crew is an unaggressive way of immobi- 

lising the aircraft. The alternative— 
shooting out the tyres—could start a 
general shoot-out. The hijackers can 
demand another crew: they are unlikely 
to get one, and even having to ask 
creates one more problem for them and 
one more thing for the security forces to 
talk with them about. 

In the 1970s, experts believed that the 
best way to deal with hijackers was to 
keep the aircraft on the ground, to 







hijackers tire and a bond of sympathy 
appears between them and their hos- 
tages. This is still considered the best 
approach. The difficulty is that the hi- 
jacker knows that he does not have much 
time and will probably provoke a con- 
frontation before he is worn down. 
Armed assaults to free hostages are 





- ger doors quickly from underneath the 
negotiate and delay, and to wait until the - 


more likely to be needed now than they : 
were in the-1970s. Some have been great -~ 


will strengthen his disinclination to deal. 
Because of all this, many Chileans 
conclude that change will come only 
through violence. General Pinochet, who 
before the attack seemed immovable, will 
now be adamant in refusing to surrender 
any of his powers. Stepped-up pressure 
from the United States for democratisa- 
tion may worry businessmen and some 
military officers, but would not in itself 
budge the general. 

The only non-violent exit that now 
seems possible is one brought about by 
his fellow officers. Other generals may 
conclude that they will be swamped by 
anti-Pinochet votes in the 1989 plebiscite. 
To avoid the humiliation, they may go for 
a real election. If General Pinochet stands 
in their way, they may decide it is time for 
a change. That string of perhapses is the 
best that Chileans are now hoping for. 
















How to stay alive in a hijacking 


successes, notably the Mogadishu rescue 
carried out by West German soldiers in 
1977. But such assaults risk passengers' 
lives, even if they are carried out by 
highly-trained soldiers such as those 
Germans or Britain's sas. Today's hi- 
jackers appear to be more expert than 
those of the 1970s—they have probably 
improved their techniques more than the 
security forces have. 

Nevertheless, there is often no alter- 
native to an assault, and things can be 
done to make it less dangerous. Airports 
should have specific areas where hi- 
jacked aircraft can be encouraged to 
park. The ideal locations are near build- 
ings or trees, from which hidden snipers 
will have a clear line of fire; and, if 
possible, over large drains, which give 
assault troops a hidden approach route. 

An-assault could also be made easier 
by modifying certain features of airlines. 
Sooner or later most hijacked aircraft 
need an auxiliary power unit to be 
plugged in on the outside. to. provide 
them with electric power апа air condi- 
tioning. A switch on this unit to disable 
warning lights inside the aircraft would 
allow doors and cargo hatches to be 
opened without flashing an alarm to the 
hijackers. A way of opening all passen- 

















aeroplane, or from the baggage compart- 
ment, would help in some assaults. 

Planning for an assault must.start as 
soon as the hijack happens. The assault . 
nd negotiators should work as а: 

| to gain information on the number 

and location of hijackers and their state 


of mind. The negotiator must be chosen- . 


carefully and should not be of high rank. 
He should have experience of dealing - 
-with criminals but have no power to 


` Terrorism _. 


killed by the h 


Pointing the f 
at Abu Jihad 


The attempted hijack in Karachi and the 
massacre in an Istanbul synagogue link 
two questions without solid: answers. 
Who were the. perpetrators? What. did 
they want? The shadowiness of the cul- 
prits, almost a week after the events, 
partly explains why Israel has yet to 
unleash the reckoning which its govern- 
ment has promised. And the United 
States, whose forces were poised to mete 
out punishment should Libyan involve- 
ment be proven, has so far held its fire. 
The evidence is growing that Libya was 
not behind the two acts. The country 
immediately denied any involvemer 
and Colonel Qaddafi strongly codem 
the outrages when he called in on Uganda 
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make deals without consulting his superi- .. 
ors. A government minister is the worst, 
choice; a policeman is often ideal. >. 

Once the assault force is mustered it)’ 
must be ready to rush in literally within 
seconds if shooting starts. (In achi, > 
the team was training on the other side of 
the field when the hijackers. opened: 
fire.) However, Britain, France, West 
Germany and the United States. all have 
forces specially trained to attack. hi- 
jacked aircraft; they would make them 
available to most countries if asked. 

If you are a passenger and are taken 
hostage, you should get comfortable and 
try to fade into the background. Co- 
operate. Do as you are told; Don't make 
a fuss. If a hijacker speaks to you, smile, , 
answer politely, but never look. him 
straight in the eye: it brings you to his). 
attention, and he may take it for inso- ^ .;. 
lence or defiance. Don't “have а ро”, - 
even though it may appear easy; modern 
hijack teams often have extra members 
posing as ordinary passengers to back 
them up in just such an eventuality. 

You should remember everything pos- 
sible about the hijackers—numbers and 
locations are particularly important— 
and any of their conversation you may 
overhear, Sometimes a few passengers-— 
elderly and ill people, pregnant women, 
blacks—are allowed off; any information 
they can give will be valuable. 

An assault is unlikely to be tried unless 
the hijackers shoot somebody. Then it 
could come quickly. If it comes, you 
should get down. Don't try to help in the 
fighting. but be ready to point out the 
hijackers if asked. Remember that your 
























:chances of being taken hostage are small - 


and of being killed even smaller. In 1985, 
one out of every. 206,000 passengers 
flying on American airliners. was hi 
jacked, but only one out of 29m was 
ijackers. HE 
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Choosing the right XO is easy 
when you can afford Rémy Martin. 


S.A. PRICES ELSEW 


IN THEU 


PRICE 


7 












































E) 

SE 
FS 
ai: 
Ы Ж 
nie 
== 
A Re 
шр 
а > 
X. 
t 
Te 





Bu THIS ADVERTISEMENT AS A 
RED HOT COMPUTER PRINT-OUT. IF IT DOESN'T 
_ REACH SAUDI BEFORE TENDERS CLOSE 
. TOMORROW, YOU CAN WAVE GOODBYE TO THE 
MDDLE EAST CONTRACT. WHAT DO YOU DO? 


TIME TO MORE PLACES = 
THAN ANYONE. 
_ AND AT THE LAST COUNT. | 


COMPUTER PRINT-OUT. DOCUMENT. PACK. 
OR PARCEL. ONLY DHL DELIVERS WHEN YOU 
WANT IT. WHERE YOU WANT IT. WORLDWIDE 


-Fay Lon 
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| rate advertising campaign ever, Science/Scope, which 
əd its 20th anniversary in September 1986. The campaign— distinguished by its editorial style of _ 
ng, newsletter format, and yellow background color—was created in September 1966 to inform 
readers of advances in technologies and programs at Hughes Aircraft Company. It has won scores of - 
ards for creative excellence and for leading readership surveys in a variety of publications. The fir: : 
eported on such technological advances as a technique for keeping a satellite stable in orbit, an infrared- _ 
guided missile, and a spacecraft instrument that could categorize the surfaces of planets. Today | 
ience/Scope appears in approximately 80 publications worldwide and 10 languages. We thank our 
ders for their continued support. 






































Comfort and safety have been built into a night-vision system for pilots flying helicopters. The Aviator's 


ght Vision Imaging System (ANVIS) is a helmet-mounted binocular that intensifies nighttime scenes 
lluminated by faint moonlight or starlight. ANVIS eliminates tunnel vision and gives a pilot ample 
ripheral vision to aid in flight. This peripheral aid also allows the pilot to look down to read maps and 
nstruments. To make ANVIS minimize fatigue, ANVIS incorporates aspheric plastic lenses. Hughes 

_ Optical Products, a Hughes subsidiary, builds ANVIS for the U.S. Army. 





_ From Alaska to Florida, from Labrador to Hawaii, a new air defense system helps protect North America 
Бу watching the skies far beyond U.S. and Canadian borders. The Joint Surveillance System (ISS) can 


-detect attacks from space, by aircraft, and by missiles launched from submarines. The system is 

. comprised of eight regional operations control centers that tie into existing civilian and military radars, 
Jach center receives radar data through a communications network with 285 circuits. Computers process 
ormation, prepare it for display consoles, and compare it with known flight plans. When an aircraft is ` 

- classified as unknown, fighter interceptors scramble and are directed to make visual identification. 

: Hughes developed and built JSS for the U.S. Air Force. 


The U.S. Marine Corps has extra punch for close air support now that the first production models of the 


 laser-guided Maverick missile are rolling off the assembly line. The air-to-ground missile, designated the 

AGM-65E, guides itself on a coded reflected laser beam from a target illuminated by a laser designator. 

is precise designation allows the Laser Maverick to be launched safely at targets located near friendly 

- troops. The weapon can be carried by four Marine Corps aircraft: the AV-8B Harrier П, the F/A-18 Hornet 

_ Strike Fighter, the A-6E, and the A-4M. Its 300-pound warhead carries a delay fuze, which can be set 

hile airborne prior to missile launch to detonate on impact or after penetrating a target. In operational 

ests, the Laser Maverick was successful 15 times in 15 launches. The missile, built by Hughes, shares the 
me airframe and propulsion system as the U.S. Air Force infrared-guided Maverick. | 


ping radar has two advanced features to help it spot military targets and create | 

maps with resolution equal to that of infrared sensors. The Advanced Synthetic Aperture Radar System _ 
(ASARS-2), designed to complement electro-optic sensors, is flown ona U.S. Air Force TRA 
reconnaissance aircraft and provides real-time radar imagery to a ground station in all weather 
ASARS-2 has a “squintable” antenna, which allows it to look around obstructions to make map: nd | 
classifications of targets on a single pass. The system also has a spotlight mode, which allo 
antenna to look back or forward to focus on a suspected target and glean more detail. Н gh 

roducing he System for the Air Force Mader a development and production о contract. 


f orm more information write ta: P. О. Box 45068, Los Angeles, CA 90045: 068 USA 


on his way back from the non-aligned 
summit in Zimbabwe. The initial supposi- 
tion that the guilty party might have been 
Abu Nidal, an independent purveyor of 
terror who bases his operations in Libya 
and Syria, also seems implausible. The 
scale of the two operations was beyond 
Abu Nidal's resources. 

The finger in both the Karachi and 
Istanbul incidents points to Lebanon. 
Little has been learnt from the four 
arrested hijackers in Karachi, but the 
impression of those who negotiated with 
them during the hijacking was that they 
were Lebanese of Palestinian origin; this 
was also the claim of Pakistan's President 
Zia ul Haq. The suicide killers in Istanbul 
as well were said by the Turkish prime 
minister, Mr Turgut Ozal, to be from 
Lebanon. 

The Israeli version of the two events is 

that they were intended as a brutal re- 
Б.а: of Palestinian demands on the 
14th anniversary of the terrorism at the 
Munich Olympics. The Israelis also scent 
an attempt to disrupt the meeting of 
Israel's prime minister, Mr Shimon Peres, 
with President Mubarak of Egypt. The 
Palestine Liberation Organisation vigor- 
ously denies any involvement; but the 
suspicion is hardening in Israel that the 
two strikes were directed by Abu Jihad, 
the number three man in the PLO and the 
head of its military wing. 

Israeli sources point to the fact that the 
hijackers in Karachi demanded the re- 
lease from a Cyprus prison of men from 
Fatah Force 17, part of the PLO's military 
wing, who were convicted of murdering 
three Israelis in Cyprus a year ago. They 
also say they recognise Abu Jihad's style 
in the Istanbul murders. It resembled that 
of an attack on a bus on the Israeli coast 
in 1978. There too the killings were 
indiscriminate, were carried out at top 
speed, and ended with the terrorists set- 
ting fire to the bodies. The Israelis ar- 
gue that Abu Jihad used a team provid- 
ed by Naif Hawatmeh, head of the 
Democratic Front for the Liberation of 
Palestine, a splinter group of the PLO 
based in Syria. 

If the Israelis are right, the two events 
may mark the re-emergence of Lebanon 
as a base for terror, carried out not by a 
united PLO but by a divided PLO whose 
factions rival both one another and Islam- 
ic fundamentalist groups in the Lebanon. 
The Israeli authorities claim that Libya, 
Iran and Syria have concluded that it is 
too risky to back terrorism directly. The 
advantage of Lebanon is that it has a 
warren of factions which make it hard to 
pin down the perpetrator of a terrorist 
act. 

The bombing raid in Lebanon by Israeli 
aircraft on September 10th was not linked 
to Karachi and Istanbul. It was aimed at 
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another part of the Lebanese warren—a 
base for Fatah marines close to Sidon. So 
far the Israelis have not unleashed their 
riposte for Istanbul, probably out of re- 
spect for the Peres-Mubarak meeting. If 
they do respond, somewhere in Lebanon 
is likely to suffer. 


Philippines 


The Moors who 
went east 


FROM OUR CORRESPONDENT IN MANILA 


For more than three centuries the Roman 
Catholic church in the Philippines has 
preached the unChristian message that 
the only good Muslim Moro is a dead 
one. On September 5th Mrs Cory Aquino 
flew to the ancient Muslim capital of Jolo 


Misuari's opening stance 


in Sulu island to meet the leader of the 
Muslim secessionist rebellion, Nur Mis- 
uari, to prove to her fellow Christians 
(almost 90% of the country's 55m popula- 
tion) that Moros can be trusted. Despite 
the fears of her military advisers, the 
president came to no harm and emerged 
from a two-hour meeting with a ceasefire 
agreement and plans to start peace 
negotiations. 

During the 14-year rebellion, some 
60,000 people have been killed, about 
10,000 of them government soldiers. 
More than 1m people Have been made 
homeless and perhaps 300,000 driven into 
exile in the neighbouring Malaysian state 
of Sabah. So Mrs Aquino's gesture was 
clearly overdue. The big question is 
whether her goodwill can bridge a gap of 
distrust and  misunderstanding that 
stretches back to the 16th century. 

When the Spanish first arrived in the 
Philippines they were horrified to find 
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world only to come face to face with their 
most dreaded enemies, the followers of 
Islam. The Philippine Muslims were 
dubbed Moros after Spain's own invad- 
ers, the Moors. In the north and the 
centre of the Philippines, where Muslims 
had preceded the Spanish by only a few 
decades, the Cross and the sword speedily 
converted the inhabitants to Christianity. 
But in the southern islands of Mindanao 
and the Sulu archipelago, where Islam 
(which had been introduced by Arab 
missionaries and traders) was more deep- 
ly rooted, Christian missionary efforts 
were violently resisted, 

A state of almost permanent war exist- 
ed between the Muslim south and the 
Christian north for the 333 years of Span- 
ish colonial rule. Christians lived in terror 
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that they had travelled half way round the | 


of the slave raids conducted by the Moros 


along the coast of the central Visayas 
("slave") archipelago. Seventeenth-cen- 
tury watchtowers, used to give early 
warning of impending attacks, still stand 
along their beaches. “Мого-Мого” 
church plays are still performed in which 
the black Moro is depicted as the essence 
of evil. 

The Moros were equally tough with the 
Americans when they took over the Phil- 
ippines from the Spanish at the turn of the 
century. The Moros' alarming fighting 
strategy was to try to slice off the Ameri- 
cans' heads with their curved krises, even 
if this meant flinging themselves on to the 
soldiers’ bayonets. They were subdued 
only when General “Blackjack” Pershing 
got the army to design a powerful hand- 
gun that stopped the frenzied attackers in 
their tracks. 

The uncontrolled migration of Chris- 
tian settlers this century into land in 
Mindanao traditionally owned by the Mo- 
ros spawned resentment which erupted 
into full-scale guerrilla war when Presi- 
dent Ferdinand Marcos imposed martial 
law in 1972 and tried to stop the Moros 


carrying guns. The Moros were convinced - 


that the move was a prelude to the 


genocide of their people. In 1974 Marcos _ 


forces attacked Jolo, losing two jet air- 
craft and four helicopters. Hundreds of 


people were killed on both sides. The — 


secessionist war was on in earnest. 

The rebels received strong political 
support from Islamic states, among them 
those in the Gulf, which threatened to cut 
off oil to the Philippines, and from Libya. 
Mr Marcos signed a peace formula, the 
Tripoli Agreement, in 1976, which osten- 
sibly gave autonomy to Mindanao and 
Sulu. But, with characteristic political 
dexterity, he managed to avoid delivering 
on his promises. Instead, the Moros 
found themselves confused and split. Mr 
Misuari, who had founded the Moro 
National Liberation Front in 1971 and 
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3 _ ІМТЕВМАТІОМАГ. 


The great Lin Biao mystery 
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What really happened to Marshal Lin 
Biao, the man who was Chairman Mao 
Zedong's defence minister and heir ap- 
parent? Officially, he is said to have died 
in an aeroplane crash over Mongolia 
while fleeing from China to Russia in 
1971 after an unsuccessful attempt on 
Mao's life. But few Chinese believe that 
this is the truth. Some optimists thought 
that the whole story might come out this 
week during the commemorations of 
Mao's death on September 9th 1976. 

It hasn't, but in recent weeks Lin's 
name has been restored to the list of 
generals and marshals, past and present, 
published by the army. His talents as a 
soldier during the fighting that brought 
the Communists to power in 1949 have 
been publicly acknowledged. A film is 
being made about his war exploits, and 
his seaside villa has been opened to the 
public. He is no longer a non-person. 

Marshal Lin was the real power in 
China under Chairman Mao's erratic 
direction from the onset of the Cultural 
Revolution in 1966 to Lin's mysterious 
death. Naturally, he made enemies. One 
was the more conservative prime minis- 
ter, Zhou Enlai. Another was Mao's 
wife—she of the "gang of four"—who 
viewed Lin as an impediment to succeed- 
ing her husband. An account claiming to 
be the “real story" was published in the 
West in 1983 by a Chinese writing under 
a pseudonym, Yao Mingle. He said that 
Marshal Lin never boarded an aeroplane 
for Russia, but was gunned down, gang- 
land-style, at a villa near Peking, where 
he was a dinner guest. 

If this story is true—and it is in line 
with persistent rumours in China that 






directed the rebellion from exile in Libya, 
was deserted by many of his best fighters, 
who accepted an amnesty, rich logging 
concessions and other bribes from the 
government. Two of his commanders, 
disagreeing with his intransigent call for 
the full independence of Moro home- 
lands, set up their own guerrilla organisa- 
tions, and continued fighting for autono- 
my as promised in the Tripoli agreement. 

Mr Marcos finally managed to check 
the rebellion by withdrawing his troops 
from the most contentious areas and 
handing over local policing to loyal Mus- 
lim warlords. Fiercely loyal to the de- 
posed dictator, these ultra-conservative 
members of the Muslim nobility have 
emerged as a big headache for the gov- 
ernment of Mrs Aquino. In many cases 
they have refused to allow their minions 
to be removed from local government 
posts. 

They have insisted on keeping their 
private armies “to fight the communists". 
To them Mr Misuari is a dangerous sub- 


Lin was assassinated—who pulled the 
trigger? Surely not the gentle Zhou En- 
lai. Or was it the jealous Mrs Mao? This 
is a theory favoured by the Russians. A 
Russian broadcast in July said that Lin 
was killed by “stooges” she sent to the 
villa. The Russians are naturally anxious 
to clear Lin, and Russia, of Chinese 
claims that he plotted with the Kremlin 
to restore China to the Soviet camp. 

Mr Wang Dongling, one of Mao's 
security chiefs, is generally credited with 
making up the story about the Mongolia 
air crash. When Mr Deng Xiaoping came 
to power, Mr Wang, and others, were 
branded by Dengists as **whateverists", 
supporting “whatever” Chairman Mao 





Lin was Mao's left-hand man 


versive who seeks to turn the southern 
Philippines into a communist state. Mr 
Misuari and Mrs Aquino's advisers be- 
lieve the warlords are responsible for 
keeping the Muslims in a semi-feudal 
state of dependence and, through their 
self-serving deals with Christian settlers 
and the Marcos government, for selling 
out Muslim rights and lands. 

Mr Misuari has now indicated that he is 
prepared to accept political autonomy 
rather than full independence, and that 
he will try to persuade other rebel leaders 
to lay down their arms. In an obvious 
effort to attract attention, members of a 
rival group, the Moro Islamic Liberation 
Front, lobbed two grenades into a church 
wedding in Lanao, Mindanao, two days 
after the Misuari-Aquino meeting. They 
killed 12 people. 

Mr Misuari's gesture is no less an act of 
faith than Mrs Aquino's journey to Jolo. 
Radical political and economic reforms 
will be needed to solve the ancient “Muslim 
problem”. They are sure to be fiercely 
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said. However, he seems to have been 
rehabilitated. Recently, he was seen in 
public at a martial arts display in Peking. 
It seems unlikely, though, that he will 
want to tell the truth about Lin’s death 
and show himself to have been a liar. 

The truth, if it is to be told, will be 
revealed only when Mr Deng wants it to 
be. He has made party history his ser- 
vant, having versions published that help 
sustain him in power. The various books 
published this week to commemorate the 
tenth anniversary of Mao’s death gener- 
ally support the Dengist pronouncement 
that the great helmsman was “70% cor- 
rect and 30% incorrect”. If Mao subse- 
quently needs to be further downgraded 
by the Dengists, a version of the Lin 
story could come in handy. If Lin did 
plan to murder Mao, might he have been 
at least 30% justified? 


opposed by many Christians and Muslims. 
It will require a great deal of trust on bot* 
sides to avoid slipping back into the simple 
minded notions that all Moros are bad or 
that Christians can be made to see sense 
only if a jihad is waged against them. 


Japan 


The flag-flapper 


FROM OUR TOKYO CORRESPONDENT 


For the first time in 33 years a Japanese 
cabinet minister has been sacked. Mi 
Masayuki Fujio, who lost his post a: 
minister of education on September 8th 
was an ultra-nationalist voice in the Lib: 
eral Democratic party. He had claimed 
in a magazine interview, that in 191( 
Korea consented to its annexation by 
Japan. The effect on Japan's already 
frayed relations with South Korea was sc 
strong that a planned visit to Seoul late) 
this month by the prime minister, Mi 
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CJ Motivating Management 


Rewarding executives with cash or shares 


Share option plans for management are 
now booming on both sides of the Atlantic, 
with UK companies encouraged by new 
tax reliefs to follow the well-established 
US practice. This report analyses the 
benefit packages offered to executives 
and assesses real returns from both the 
individual and the corporate viewpoint. 
No. 1053 100 pages 
Price: UK & Europe £85; 

N.America US$155; Rest of World £88. 
Published June 1986 


О Guide to Management 
Buy-outs 1986 


^ Management buy-outs continue to grow 
 inisize and number. Their value is 
‘expected to double in 1986 from last year's 
total of £820m. In this third edition the 
report has been enlarged to appear in 
Guide form. Designed to steer buy-out 
teams through every stage ofthe 
operation, it offers major sections on tax 
andiegal aspects, a directory of 
institutions willing to provide finance, and 
the case histories of all important buy-outs 
80 far. 
226 pages. Price UK & Europe £45; 
N. America US$80; Rest of World £48. 
Published August 1986. 


LJ Non-Executive Directors 
Their Changing Role on UK Boards 


Why should a company have non- 
‘executive directors? The reasons 
companies give for appointing them; who 
they are and how much they are paid are 
examined by this report. Case-histories 
throw light on non-executives in action, at 
atime when there isincreasing pressure 
for UK boards tofollowthe US pattern and 
**:inerease non-executive powers and 
numbers. 
:No:244 Price: UK & Europe £60; 
< N. America US$120; Rest of World £63 
;, Published April 1986 
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Roughly £280m w be spenton B 
Sponsorship inthe UK in 1986. Everything ` 
frominternational athletics to flower 
shows will benefit from sponsorship 
_ This third edition of a highly successful 
_Tepart reviews recent progress in this fast 
expanding sector. И answers some 

important questions such as: ts there a’ 

: formula tor success? Could tobacco 

“money everbe withdrawn? What are the 
-&titeria used by today’s sponsors? Are is 
there bad publicity risks? Howdoyoujcope | 
*whensponsorshipiswithdrawn?New ^. 
areas for sponsorship, frash waysof — 

i gponecting and likely trende tothe nd f 

ће 1980s are also assessed do НЫ 


г. No. 1064 
Price: UK & Europe £85; 
LU. 
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C) The Challenge of Private 


Pension Funds 


Presenttrends and future developments in 
industrialised countries 


inthe USA and UK the pension funds 
play amajor role on capital markets, now 
being extended on to the global scene. But 
private pension provision is due to expand 
in all OECD countries as old age 
dependency ratios soar into the next 
century. Will the funds begin to play the 
same role in continental Europe and 
Japan? This report, based on an 
international conference held this spring, 
considers the current and future 
strategies. 
No, 1058 147 pages 
Price UK & Europe £45; 
N. America US$73; Rest of World £48 
Published August 1986 


C] The UK as a Tax haven 
1986-87 
A Guide to Tax Planning Opportunities 


The UK's low effective tax rates, 
reinforced by the wide range of 
government assistance to business by 
region and sector, make it a tax haven for 
those who know their way around. This 
report, now in its third edition, uses simple 
language to update company managers 
and individuals on the tax reliefs and 
options now available in the UK. 

No. 1059 159 pages 

Price UK & Europel£75; 

N. America US$150; Rest of World £78 
Published August 1986 


COUNTRY STUDIES 


О Kenya to 1990: Prospects for 
Growth 


Kenyais poised to overcome recent 
econorriic difficulties. Can it reassert its 
position as one of the most successful 
economies in sub-Saharan Africa? This 
report combines detailed economic 
analysis with an assessment of the social 
and political trends over the next five 
years. Italso draws some provocative 
conclusions about the lessons Kenya has 
to offer for World Bank and IMF policy in 
Africa. 
No, 1052. 105 pages 

© Price: UK & Europe £95; 
N. America US$180; Rest of World £98 
Published August1986 


2 Poland to the 1990s: Retreat 
orReform? 


The Polish economy is walking a 
tightrope between satisfying the demands 
ofthe population and its obligations to 
Western Bankers. Could more be 
. achieved ifthe theory of General 

= Jaruzelskis economic reform was put into 

- practice? How willthe new targets be met? 
This report gives acomprehensive 
analysisof Poland's problems and 
assesses the likelihood of the 1986-90 
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D Spot Oil, Networks and 
Petroleum Futures 
The Emergence of a New Oil Market 
Unless Opec achieves the impossible 
and finds a consensus strong enough to 
impose a new long-term stability on oil 
prices, futures markets will become 
increasingly important in international oil 
trade. This special report relates futures to 
the whole context of crude oil and products : 
trading, including contracts, spot markets 
and netback deals. 
100 pages of text including 26 charts and 
tables. No. 1063 Price: UK & Europe £150; 
N. America US$275; Rest of World £153 
Published September 1986 


О Japan 
Energy and Petroleum Sector Outlook 
Thisidetailed picture of the entire 
Japanese energy economy |covers not 
only the domestic oil, gas, coal and 
electricity sectors, but also Japan's 
imports and extensive investment in 
overseas energy supply. US 
No. 241 117 pagesjPrice: UK & Europe £245; | 
N. America US$395; Rest of World £248 p 
Published June 1986 


[1 Soviet Energy to 2000 


The USSR is a key factor in the energy 
balance of the West. Its response to the 
present oil price collapse will determine 
the future direction of the market. This 
report offers analysis and controversial 
reappraisal of the Soviet energy économy. 
It covers coal, nuclear power, natural gas 
as well as oil, and gives an insight into 
Soviet planning priorities to the year 2000. E 
No.231 238 pages Price: UK & Europe £195; . 
N. America US$345; Rest of World £198 
Published April 1986 
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THE REPUBLIC OF COLOMBIA 


¥6,000,000,000 


Japanese Yen Bonds—Series A (1986) 
6.9% Bonds Due 1994 


Issue Price 100% 


Arranged by 
The Industrial Bank of Japan, Limited 
The Bank of Tokyo, Ltd. 


Asahi Mutual Life Insurance Company 
The Dai-Ichi Kangyo Bank, Limited 
The Dai-ichi Mutual Life Insurance Company 
The Fuji Bank, Limited 
The Long-Term Credit Bank of Japan, Limited 
The Meiji Mutual Life Insurance Company 
The Nippon Credit Bank, Ltd. 
Nippon Life Insurance Company 
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Hotel 


The Carlyle, one block from Central 
Park, for its consistent excellence. 
Each guest room has Monitor TV's, 
VCR's and Stereos, and the solicitous 
staff is ever eager to please. 


A proud recipient of the Mobil Five-Star 
Award for 18 consecutive years. 


Member of The Sharp Group since 1967 


Madison Avenue at 76th Street 
New York 10021 

Telephone 212-744-1600 

Cable The Carlyle New York 
Telex 620692 
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Yasuhiro Nakasone, was at risk of cancel- 
lation. It will now go ahead, and Japan 
says it will now be especially conscious of 
Korean sensitivities. 

The nationalist voice within the ruling 
party has become increasingly strident 
since the Liberal Democrats' landslide 
election victory in July. The prime minis- 
ter is himself a believer in some return to 
"traditional Japanese values" (code for a 
strong and independent Japan); but for 
two reasons he needs to distance himself 
from the ultra-nationalism of Mr Fujio 
and his sympathisers. 

First, Mr Nakasone has only à narrow 
power-base within the party, and he will 
have to emphasise his role as a statesman 
in his bid to become party kingmaker 
once his term as prime minister expires. 
He cannot afford to be repeatedly embar- 
rassed abroad by one of his ministers. Mr 

jio has caused a series of such embar- 

ments. He has attacked other coun- 
tries for their complaints about Japanese 
school textbooks that played down Ja- 
pan's acts of aggression before 1945; he 
has attacked Mr Nakasone himself for not 
attending this year's ceremony at the 
Yasukuni shrine to honour Japan's war 
dead. Mr Nakasone attended last year's 
ceremony. 

Besides upsetting China and South Ko- 
rea just when Mr Nakasone was seeking 
to improve relations with them, Mr Fujio 
raised wider fears about a revival of 
Japanese militarism. This is inopportune 
for Mr Nakasone, who is keen to increase 
Japan's defence spending, partly in re- 
sponse to pressure from the United 
States, and who now has to carry through 
the sensitive decision announced on Sep- 
tember 9th that Japan would participate 
in America's Strategic Defence Initiative. 

Mr Nakasone's other reason for wish- 
Mie to distance himself from far-right 

Е оа is strictly a matter of domes- 
tic politics. Although most Japanese vot- 
ers are far less internationally-minded 
than Mr Nakasone, they are also less 
nationalistic than Mr Fujio—or, for that 
matter, than the rice farmers and busi- 
nessmen who have long been the Liberal 
Democratic party's core supporters. Mr 
Nakasone has started to say that he plans 
to build the LDP of the future on a new, 
affluent, educated but conservative urban 
generation—tagged "flexible conserva- 
tives". These voters are passive patriots 
to whom pre-war concerns mean little or 
nothing. 

However, the party's views will not be 
easily changed. It is dominated by its 
factions and the political organisations of 
their senior members. Mr Nakasone, who 
remains more popular outside his party 
than within it, now knows just how much 
time he has in which to take the party 
where he wants it to go. This week, the 
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Fujio spoke too 


Liberal Democrats agreed to change their 
rules to enable the party president's maxi- 
mum four-year term of office to be ex- 
tended by one year on a two-thirds vote 
of the party's members of parliament. Mr 
Nakasone will be the first beneficiary of 
the change. He will now be able to stay in 
office until October 1987. 

The persistence of Mr Fujio's outspo- 
kenness, long after it had become clear 
that he was embarrassing the govern- 
ment, is not easily explained. There were 
suggestions at first that he was acting as à 
stalking horse—either for Mr Nakasone 
himself, to test foreign and domestic 
reactions to "traditional Japanese val- 
ues", or for his own faction leader, Mr 
Shintaro Abe, who is one of three rivals 
seeking to succeed Mr Nakasone as prime 
minister. 

Both notions now have to be put aside. 
In stubbornly daring the prime minister to 
dismiss him, Mr Fujio may just have been 
exhibiting pique at not getting a more 
prestigious post than the education minis- 
try after what he felt was his important 
part in the July election victory. 


Brunei 
Sir Omar's legacy 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


The Sultan of Brunei, who at 40 is both 
the youngest and the richest leader in 
Asia (and perhaps in the world), has lost 
his best adviser. On September 8th the 
sultan’s father and defence minister, His 


INTERNATIONAL 


Majesty Maulana Paduka Seri Begawan 
Sultan General Sir Muda Omar Ali Saif- 
fuddin Saadul Khairi Waddien (normally 
abbreviated to a less cumbersome Sir 
Omar) died at the age of 71. Sir Omar was 
the architect of modern Brunei—and the 
question is how well he built the 
foundations. 

The financial security of Brunei is not 
in doubt. Oil and gas exports provide a 
comfortable living. Brunei's yearly in- 
come works out to about $17,000 for each 
of the state's 221,000 people. Foreign 
exchange reserves are a healthy $30 bil- 
lion or so. 

Political matters are more complicated. 
The royal family last year cautiously al- 
lowed the formation of a political party, 
the National Democratic party of Brunei. 
But neither the country's 60,000-strong 
Chinese minority nor government em- 
ployees, two-fifths of the workforce, are 
allowed to join the party. 

The Muslim royals are presumably try- 
ing to emulate the oil sheikhdoms of the 
Gulf, where the ruling families have a 
bias towards Britain and ensure that the 
political parties are sympathetic towards 
them. Brunei may feel it sensible to 
evolve slowly, but the Chinese especially 
feel politically deprived. 

Brunei became a British protectorate 
in 1888—and Sir Omar was reluctant to 
break the link. In 1963 Brunei declined to 
be prodded into becoming part of the 
Malaysia federation. Sir Omar abdicated 
in favour of his son in 1967, but remained 
a power behind the throne. He ensured 
that British-supplied Gurkhas remained 
in the country after independence two 
years ago. 

Its closest friend in the region is Singa- 
pore. Sir Omar was a long-standing friend 
of Singapore's prime minister, Mr Lee 
Kuan Yew, and the two countries have 
joint military exercises. While Singapore 
is Chinese-dominated, Brunei's Chinese 
are mostly stateless. But the irony does 
not seem to bother the two countries. 


Non-aligned conference 
A touch of reality 


FROM OUR SPECIAL CORRESPONDENT IN HARARE 


Exactly 25 years after its founding, the 
non-aligned movement showed some ma- 
turity at the summit conference (its 
eighth) that ended in the early hours of 
September 7th. Behind the words, signs 
of restraint and realism emerged in the 
101 members' decisions about what they 
should do. 

Predictably, the key issue they faced at 
this meeting in Zimbabwe, a “front-line 
state", was that of sanctions against South 
Africa. Before they met, there had been a 
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"FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


Making light of the monarchy is a serious 
matter in Thailand. Mr Veera Musika- 
pong is alleged to have suggested during 
the July general election campaign that 
the royals had an easier life than their 
subjects. He is likely to be tried on a 
charge of lèse majesté. On September Ist 
he bowed to opposition demands and 
resigned from his job as deputy interior 
minister. 

Mr Veera is the 38-year-old secretary- 
general of the Democratic party, which 
won 100 of the 347 parliamentary seats in 
July. He has a reputation as a survivor. 


Veera is in trouble again 





chorus of militant and rather hollow state- 
ments. Mr Robert Mugabe, the prime 
minister of the host country, had declared 
that the non-aligned ought to press ahead 
with comprehensive mandatory sanc- 
tions, come what may. Zambia's Presi- 
dent Kenneth Kaunda echoed this theme, 
and the prime minister of India, Mr Rajiv 
Gandhi, said that the non-aligned should 
apply sanctions even if no other countries 
did 


Yet indications of caution had also 
been seen. A week before the conference 
opened, the front-line governments, at a 
meeting in Angola, had found to their 
dismay that even in their group there was 
no unanimity about adopting mandatory 
sanctions. Botswana, Lesotho and Swazi- 
land stated frankly that they were too 
much in the power of South Africa, 
militarily and economically, to take that 
much of a risk. So the front-line states 
arrived at the Harare summit in embar- 
rassed disarray. 

India, Zambia and the other declared 
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In royal disfavour 











In 1977 he spent eight months in prison 
for taking part in an attempted coup. 
But, whatever the outcome of the trial, 
his remarks have focused attention on 
the royal family and in particular on the 
delicate subject of who is to succeed the 
immensely popular King Bhumibol 
Adulyadej. 

Next year the king celebrates his sixti- 
eth birthday, a spur for thoughts of the 
future. His successor is the 34-year-old 
Crown Prince Vajiralongkorn. But the 
prince has a reputation for bad temper 
and womanising. Meanwhile, Queen Sir- 
ikit's prolonged absences from public life 
have led to rumours of ill-health or a rift 
with the king. Princess Chulaborn, the 
youngest of the three royal daughters, 
had to appear on television to say the 
queen simply needed rest. 

Either the talented Chulaborn or her 
sister Sirindhorn—who has the title 
"crown princess"—would make an ex- 
cellent ruler, but probably would be 
unacceptable to Thailand's male-chau- 
vinist society. The royal family would 
seem to have only two options if it is to 
remain the key to political stability in the 
coup-prone  semi-democracy. Either 
King Bhumibol must give up any thought 
of retirement, or the crown prince must 
make himself more acceptable to the 
Thais. This he would seem to be trying to 
do. A recent television film showed him 
harvesting rice he had sown himself. 
Perhaps he remembers a warning from 
his mother five years ago: “If the people 
of Thailand did not approve of the 
behaviour of my son, then he would 
either have to change his behaviour or 
resign from the royal family." 


militants were made to look rather foolish 
as soon as Mr Mugabe took over the 
movement's chairmanship on September 
lst and made the conference's opening 
speech. Mr Mugabe not only changed his 
tune; he spoke the two words that were 
the most important of the millions uttered 
at the summit: those were the “voluntary 
selective" sanctions that he said the 
movement could opt for. 

The tussle between militancy and real- 
ism lasted until September 4th. The non- 
aligned then suffered a rush of reason to 
the head and did an about-turn, The lead 
was given by the usually fiery Reverend 
Allan Boesak from South Africa itself, 
who told the conference that people there 
did not want just another resolution but 
the adoption of measures that could 
work. Next day this line got strong sup- 
port from none other than Mr Kaunda. 
Eating his words, he said that it would be 
ineffective and indeed suicidal for the 
front-line states to act without the support 
of South Africa's main trading partners. 





Mugabe changed his mind 


Although the final statement issued at 
Harare still calls for comprehensive man- 
datory sanctions as a matter of principle, 
it does not ask the non-aligned to go it 
alone. Instead, a ministerial committee 
has been appointed to visit America, 
Britain, West Germany, Japan and other 
industrialised countries to try to get them 
to take the initiative. It was also agreed to 
create a solidarity fund in order to pro- 
vide financial aid for those front-line 
states that could be hard hit both by the 
application of sanctions and by retaliation 
from South Africa. 

There were other signs of realism. 
Many people in the conference hall 
laughed at the more extravagant bits of 
Colonel Qaddafi's tirade. The North Ko- 
rean offer of Pyongyang as the site for the 
next meeting of non-aligned foreign min- 
isters was rejected; instead, Cyprus w 
awarded that honour, without even as 
ing for it. Despite vigorous lobbying, 
Nicaragua failed to get agreement on its 
bid to play host to the next summit and 
take over the movement's chairmanship 
in 1989; the question was left unsettled. 

Perhaps Mr Gandhi was reflecting the 
new mood of restraint when, on being 
asked at his press conference about re- 
ports that India might help Zimbabwe to 
protect the railway and pipeline to Beira, 
he said twice over and very curtly that 
India had not even been asked for mili- 
tary assistance. His delegation's spokes- 
man conceded that there could be a 
military involvement as a “spin-off” from 
technical assistance; that is, that Indian 
troops might be sent to protect Indian 
workers on the Beira line, which, for 
Zimbabwe, is a vital alternative to its 
trade routes through South Africa. How- 
ever, this possibility is clearly being treat- 
ed with circumspection. 
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€€Tbe year 1985/86 was опе of consider- 
able change in your Company, which is 
now organised into four main business 
sectors. I am pleased to report that the 


prospect for improved profitability in each 
of these sectors is now much brighter. 99 


RENTAL & RETAIL The performance of our 


consistently successful UK Rental operations 
was augmented by increased market share and 
profitability achieved. by: our substantial, 13- 
country International Rental business. 

In Retail, HMV Shops increased UK sales by 
almost a quarter, and captured a major market share in 
Denmark, where FONA also increased sales and profitability. In 
the UK, Rumbelows, finished the year strongly: 








€€ We are determined to exploit our inno- 
vative capabilities in new products and 
"become an internationally competitive 
Jorce in carefully chosen markets... 22 


TECHNOLOGY Our principal electronics 


and computer software engineering and data- 
base businesses performed very satisfactorily 
in tough market conditions. Thorn Ericsson 
entered a growth phase with substantíal orders 
from. British Telecom. Inmos suffered from 
adverse market conditions but corrective measures plus new 
products should improve its prospects. 








“Mt is already apparent witb tbe reorganisation in place 
tbat tbe Company will acbieve tbe results for wbicb we 





ECURING THE FUTURE 


































We are now well placed in terms of 
innovative management skills, techno- 

logical, engineering and product design 

resources ... to achieve results justifying . 
the continued confidence of sbarebolders 

and етріоуееѕ. 99 — 


CONSUMER & COMMERCIAL 


Major reorganisation and investment pro- 
grammes across the Appliances and Lighting 
businesses were aimed at sharpening inter- 
national competitiveness and improving 
margins. Ferguson returned to profitability, securing substan- 
tial orders with important future potential. 








€€Tbe Group is responding to tbe tougb 
action taken to improve performance... 9? 


MUSIC 


EMI Music's performance for the year reflected 
both the volatility and opportunities for growth 
in the worldwide market for prerecorded 
music. A concerted action programme should 
show some improvement in results in the current year. 
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are all striving.? 
Tbe quoted extracts are from tbe THORN EMI Annual Report 1986; the comments on tbe four main 7 poss a 
business sectors are summarised from tbe Annual Report text. IZ on THORN КМ | 


Profile THORN EMI is a major British based, international 
organisation. Over one-third of its &3.3 billion turnover is generated 
by its operations in more than 30 overseas countries. Altogether, 
including its exports from the UK, the Group serves over 140 
markets worldwide, and employs some 80,000 people, of whom 


around 19,000 are outside the UK. 
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t County, our rapid growth over a fairly short period of time has something to do with 
fact that we'd rather took forwards than backwards. 
9, to begin with uncharacteristic retrospection: in corporate finance, County has 
uickly developed a successful, distinctive and wide-ranging approach. 
eveloping strengths originally in services to smaller companies, through County 
evelopment Capital and through a particular expertise in flotations. 
nd then achieving credibility on a much larger scale — so that, in recent years, we've 
‘been involved in some very substantial M&A activities indeed. 
hile, at the same time, developing something of a reputation for what might politely 
‘be known as а proactive approach. (Or а little less politely as, well, aggressive.) 
nd also for a commitment to continuity of management and of client relationships. 












Тһе NatWest Investment Bank Group 





But what of the future? 
Certainly we see the continuing development of many of our present services — in 


areas from advising companies and underwriting, to development capital. 

We see our involvement with the very largest corporations continuing to grow. 

And above all, we see County as the specialists not in one kind of service or another, 
or in one size of company or another — but rather, in companies that want to grow. 
It's a description which fits our present clients pretty accurately. 

How does it fit you? 


COUNTY LIMITED 
Nobody's in better shape 
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The grab that failed 


t has been hard to stop the escape 
ches from closing. In the week imme- 
iately after the arrest of Mr Nicholas 
Daniloff, the Moscow correspondent of 
US News. & World Report, the. Reagan 
administration tried. to nudge the Soviet 
government towards a formula that 
would have prevented the incident from 
“becoming a crisis. Mr Mikhail Gorba- 
chev,..po-faced, ignored.the hints. The 
two governments seemed to have stum- 
bled, probably through accident-though 
possibly through Soviet design, into posi- 
tions from which, if they could talk to 
each other at all, their discussion would 
> be.dominated by the Daniloff affair and 






dts consequences. Now more efforts are ` 


being made to find a way out. 

Mr Daniloff, who was arrested оп Au- 
^^ gust 30th, was charged with espionage on 
September 7th. About to leave Moscow 


at the end of his five-year stint, he had. 
accepted an envelope from а contact. 


which contained, ће thought, cuttings 


WASHINGTON, DC 


from provincial newspapers. When KGB 
agents pounced, the envelope was found 
to contain maps, photographs апа dia- 
grams relating to Afghanistan. 

The American assumption is that Mr 
Daniloff was set up for arrest in a bid to 
effect the release of Mr Gennadi Zak- 
harov, a Soviet physicist employed by the 
United Nations secretariat, who a week 
earlier had been pounced upon and ar- 
rested by the FBIon a New York subway 
platform while in the middle of buying 
classified documents about the design of 
jet engines. Earlier prisoner exchanges, 
and the surface similarity between the 
two cases, may have led the Russians to 
hope for a straight trade. 

The administration, from the. begin- 
ning, has said that there could be no trade 
between a journalist. who һай been 
framed and a spy caught red-handed. 
Yet, in the first week, and from the other 
side: of their. mouths, some of. Mr Rea- 
gan’s men were indeed trying for a trade 











of sorts. To the disgust of hardliners, they : 
quietly suggested that, were Mr Daniloff. _ 
to be freed and allowed to return home, 
the authorities would find а way of acced- 
ing after all to the Soviet request that Mr 

Zakharov should leave prison and be held | 
in the custody of the Soviet ambassador 
while awaiting trial. Judging from past. 
history, some exchange arrangement - 
would have subsequently lifted Mr Zak- 
harov out of the country. The Russian * 
proposal this week, supported from pris- 
on by Mr Daniloff himself, was that both 
men should be held pending trial by their 
respective ambassadors, and there- 
seemed a chance on Thursday that this- 
might be swiftly arranged. E 

Mr Reagan has written a personal letter. - 
to Mr Gorbachev assuring him that Mr 
Daniloff was not a spy and asking for his. 
release. The precedent for this goes back : 
to 1963 when Nikita Khrushchev re- 
sponded favourably to a similar assurance 
and appeal from John Kennedy for the 
release of a Yale professor who had been 
arrested in similar circumstances. Mr. 
Reagan, in declaring that Mr Daniloff is 
not a spy, put his integrity on the line. Mr 
Gorbachev has replied, but the contents 
of his letter are not yet known. 

It has been a struggle for those тет 
bers of the administration who had hoped 
that the commotion should not be al 
lowed to blow away the chances of a. 
Reagan-Gorbachev summit this year. Мг. 
Daniloff was formally indicted on Sunday 
and Mr Zakharov on Tuesday. On Mon- 
day, Mr Reagan, who until then had said - 
nothing in public, blasted Mr Daniloff': 
arrest at a fund-raising luncheon. And Мг. 
Gorbachev, the same day, delivered | 
downbeat comments on the likelihood of | 
a summit: no point in holding one, he said 
as he has said before, unless the two 
leaders can be assured of making serious 
headway on some aspect of arms control. 
The aspect that most interests the Soviet - 
leader is a limit on the testing and devel 
opment of the Strategic Defence Initia 
tive; the successful launching on Septem 
ber Sth of a Delta rocket carrying a secret 
anti-missile payload is further evidence o£ 
Mr Reagan's determination to push 
ahead with his favourite project. 

The Soviet leader suggested that hopes: 
for the summit тау: depend on whether 
the meeting between Mr George Shultz,- 
the secretary of state, and Mr Edward. 
Shevardnadze, the Soviet foreign minis- 
ter, planned. for September 19th-20th, 
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reveals that “the Soviet-American dia- 
logue stands a chance of progress". But if 
Mr Daniloff remains in a Moscow jail, his 
predicament will dominate the foreign 
ministers' meeting. Unless the exchanges 
of midweek—the letter from Mr Gorba- 
chev to Mr Reagan and a talk between 
the Soviet ambassador in Washington and 
the American secretary of state—produce 
an agreement, such a meeting is unlikely 
to reveal much "progress". That would 
make the prospect of a summit this year 
seem pretty dim. White House officials 
say that they cannot envisage a summit 
being held if Mr Daniloff is still in prison 
on September 19th. 

In America the emphasis has wavered 
between diplomacy and retaliation, with 
right-wing commentators thundering for 
the sternest measures. The reality is likely 
to be more restrained. Mr Reagan has 
decided that various pre-summit consul- 
tations—on arms reduction, nuclear test- 
ing and space co-operation—should go 
ahead but that the imprisonment of Mr 
Daniloff should be the first item on the 
agenda. The brief era of visits and cultur- 
al exchanges may be coming to an abrupt 
halt. And 270 Americans, including such 
luminaries as Mr Richard Perle and Mrs 


Jeane Kirkpatrick, who had planned to 


attend a week-long conference in Riga in 
Latvia, have been faced with an awkward 
decision. On September 10th, the day 
before the American delegation was due 
to leave, the State Department was still 
undecided about whether to take part. 

In the absence of a deal, the most 
likely, and indeed appropriate, response 
may be to increase surveillance and clap 
further restrictions on Soviet diplomats in 
America, and to reduce their numbers, 
even though this would provoke tit-for- 
tat measures from the Russians and prob- 
ably do nothing to procure Mr Daniloff's 
release. Numbers could be cut at the 
Soviet embassy in Washington or the 
consulate in San Francisco. But the scis- 
sors are twitching most fiercely in Mr 
Zakharov's old hunting-ground. Accord- 
ing to the FBI, at least a third of the 1,200 
nationals from Soviet-block countries 
working in UN-related jobs in New York 
are engaged in espionage. 

The Soviet mission to the United Na- 
tions is already under orders from the 
Reagan administration to cut its numbers 
from 275 people to 170 by 1988. But Mr 
Zakharov, officially, belonged to the UN 
secretariat, not to the Soviet mission. 
America's just complaint is that the Sovi- 
et Union does not recognise the differ- 
ence. The 435 or so Russians working for 
the secretariat are civil servants seconded 
to the United Nations on contracts. 

Despite the UN's rules, which say that 
nobody working for it shall seek or re- 
ceive instruction from any other source, 
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the Russians’ loyalty to their national 
government remains paramount. They 
report to the Soviet mission regularly and 
many of them live in the same housing 
complex; according to the Heritage Foun- 
dation, they nobly hand back to their 
government the amount by which their 
UN pay exceeds what they would have 
been getting at home. 

The rub, for them and particularly for 
Mr Zakharov, is that they do not have 
diplomatic immunity. Because of this, 
they do not, as a rule, take the most risks: 
they work as “‘spotters’’, making friends 
with targeted New Yorkers, sometimes 
resident foreigners, but skate just the 
right side of the law, leaving the criminal 
business of obtaining secrets for money to 
their immune colleagues. The last time 
that Soviet members of the secretariat 
were caught was in 1978 (they were tried 
and convicted but released, after a year or 
two, in an exchange with Soviet dissi- 
dents). Mr Zakharov had apparently 
done what was expected of him for sever- 
al years; he had cultivated a Guyanese 
student, who later obtained a job with a 
military subcontractor. The student told 
the FBI, and began working with the 
agency. When Mr Zakharov stepped over 
the criminal boundary by asking and 
paying for classified material, the agents 
were ready for him. 

Mr Zakharov fell into a trap, but few 
Americans accept the view put about by 
Soviet diplomats that he was framed as 
well as trapped. Many more are inclined 
to wonder why the FBI was allowed to 
pounce in these sensitive pre-summit 
days, and why the Russian was arrested 
rather than quietly expelled. The answer 
is that one branch of government does not 
know, or care, very much about the hopes 
of another. The conspiracy-minded ver- 
sion is that the anti-summiteers in the 
administration were happy to let the FBI 
go ahead, guessing at the consequences. 

Mr Daniloff's fellow-journalists are re- 
sponding full-throatedly to his plight; he 
comes from the stable of energetic, thor- 
ough (and Russian-speaking) reporters 
that the Soviet government particularly 
distrusts and misunderstands. Americans 
are always more likely to get worked up 
over a person than a principle. Yet an 
early test of public opinion by the pollster 
Mr Lou Harris suggests that the Ameri- 
can public may not entirely share the 
media's, and the administration's, sense 
of outrage. Nearly half the people asked 
either thought that Mr Daniloff, for all his 
nice, Clark Kent face, might be a spy or (a 
fine distinction) were not sure whether he 
was or not. And more than half of them 
coolly gave it as their opinion that the 
talks leading to a summit should go 
ahead, even if Mr Daniloff still languishes 
in a Moscow jail. 
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The Philippines 


More warmth than 
cash 


WASHINGTON, DC 





Off-red carpets for Aquino 


Every tour of the administration's foreign 
horizons nowadays includes a self-con- 
gratulatory bow for the latter-day libera- 
tion of the Philippines. Yet when Presi- 
dent Corazon Aquino makes her first 
post-election visit to Washington next 
week, she will be met with off-red carpets 
and empty hands. Hers will be an “оЁб- 
cial", not a "state" visit, because Mr 
Reagan's men limit him to one late-night 
banquet a month and the Brazilian presi- 
dent got in first for September. This 
means Mrs Aquino will actually have 
more private talking time with the presi- 
dent though less televised pomp, which is 
what plays best to her audience back 
home. 

She will be embraced warmly, especial- 
ly by Congress, which she will address in 
joint session. But unless private investors 
make some surprise announcements, she 
will go home with little in the way of 
tangible help. 

When the Filipinos handed America a 
foreign-policy triumph last February, 
they assumed they were a suitable case 
for aid on the scale of a Marshall Plan. 
Yet since then only $150m in new money 
has been appropriated to fortify the frag- 
ile fledgling regime; this $100m in eco- 
nomic support and $50m in military aid 
will be signed over next week. Another 
$200m in blocked aid was released in June 
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and a $100m loan was converted into a 
grant. A few more tens of millions and 
some further food aid may be rustled up. 
But the total will still be small, when 
compared with the billions solicited for 
less democratic friends, such as Pakistan, 
or when measured against the $26 billion 
debt left behind by Mr Marcos. 

Such observations are greeted with a 
standard two-word answer in Washington 
these days: Gramm-Rudman. (The State 
Department's budget for 1987 is due to be 
slashed by 27%.) One of Mrs Aquino's 
most insistent congressional supporters, 
Mr Stephen Solarz, is trying to get round 
this by inserting a $200m cash gift for the 
Philippines in the 1986 omnibus continu- 
ing resolution, which has no compulsory 
Gramm-Rudman ceilings. Senator Rich- 
ard Lugar, who helped persuade Mr Rea- 
gan to abandon Mr Marcos last winter, is 


ines in 1987, but this would have to be 


Woo an extra $100m for the Philip- 


Mua ty 


Offset by cuts elsewhere. Some senators 
are pressing for the transfer of South 
Africa's sugar quota to the Philippines 
and for flexibility on textiles. Another 
proposal is to require the Pentagon to 
shop locally for all the needs of its Philip- 
pines bases, instead of importing such 
things as tomatoes and pre-fabricated 
houses. 

What Mrs Aquino wants from her visit, 
more than anything else, is an unequivo- 
cal political endorsement from Mr Rea- 
gan, to encourage investors and to deter 
destabilisers. Leaks from the White 
House staff encamped in California two 
weeks ago, expressing concern about her 
softness towards communists, have been 
seized upon by Filipino sceptics, includ- 
ing the defence minister, Mr Juan Ponce 
Enrile. The American secretary of state, 
Mr George Shultz, is reported to be 
furious at the indiscretions, which are 
believed to have been made by the White 
House chief of staff, Mr Donald Regan. 

Mr Shultz thinks that private invest- 
ment is America's best way of reinforcing 
Philippine democracy. Accordingly, he is 
sponsoring a business get-together for 
Mrs Aquino in Washington and is dis- 
patching his number two to New York to 
play joint host to a session with potential 
investors. The other sponsor, American 
Express, was the first Philippine creditor 
in the United States to convert debt into 
equity. The hope is that others will follow 
suit. The big bank creditors are expected 
to carry on re-scheduling but will not be 
discussing terms until next month. And 
the Philippines has only just got its eco- 
nomic wish-list together, so Mrs Aquino's 
mission will be more to create confidence 
than to do deals. She is bringing all her 
economic ministers along, just in case. 

Mrs Aquino will not be asking Mr 
Reagan for any favours connected with 
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his former friend, Mr Marcos: partly out 
of pride, partly because she genuinely 
believes him to be yesterday’s man, capa- 
ble of making trouble but not a Peronist 
restoration. The Americans say they have 
warned the former president against 
breaking American law. But, though the 
law forbids exporting arms, it does not 
seem to cover telephoned incitement to 
insurrection. Officials say that potential 
coup-makers in Manila have also been 
put on warning that the United States will 
not countenance any attempt to displace 
Mrs Aquino. In the Philippines such big- 


Primary elections 
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brotherly words still seem to count. 

In theory, Mr Marcos should be run- 
ning out of money one of these days. The 
Philippine government has succeeded in 
getting American judges to freeze some 
$500m in presumed Marcos assets in the 
United States. Three houses in New Jer- 
sey, valued at about $1m, look likely to 
be the first properties repossessed. Asset- 
hunters are hoping to discover more mil- 
lions. This is why the Aquino government 
prefers to have Mr Marcos in Hawaii, 
within reach of American courts. In any 
case, he has nowhere else to go. 


First place for the second sex 


Maryland will have its first woman sena- 
tor. That was settled on September 9th 
when Miss Barbara Mikulski, a Demo- 
crat, and Miss Linda Chavez, a Republi- 
can, beat all male comers for their party 
nominations (though Miss Chavez re- 
marked that their sex is the only thing 
they have in common). Connecticut could 
have its second woman governor, now 
that Miss Julie Belaga has won the Re- 
publican nomination, and Arizona could 
have its first (Miss Carolyn Warner, a 
Democrat), though both face uphill 
fights. A female Kennedy could enter 
Congress for the first time if Mrs Kath- 
leen Townsend, daughter of Bobby, goes 
on to defeat the Republican incumbent, 
Mrs Helen Bentley, in Maryland's second 
district in November. (Her brother Joe is 


A Kennedy iy any other name 





Kathleen 


TOWNSEND 


BOSTON 


the front-runner in a primary that is 
equivalent to election in Massachusetts’s 
Democratic eighth district next week.) 

Women were the main feature of the 
busiest primary day of the 1986 season, 
with 11 winning statewide candidacies 
and nine winning congressional nomina- 
tions in nine states (nine, including the 
governor of Vermont, were unopposed). 
In New York, a veteran feminist street- 
fighter, Mrs Bella Abzug, has the chance 
to return to Congress, this time from 
suburban Westchester. 

Two other familiar faces (men’s) which 
got over the first hurdle of an attempted 
comeback on Tuesday are those of Mr 
Endicott Peabody, a former governor of 
Massachusetts who will oppose Senator 
Warren Rudman (of Gramm etc) in New 
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Hampshire, and Mr Harold Stassen, pe- 
rennial presidential candidate who, at 79, 
is standing for the Republicans in a Dem- 
ocratic district in Minnesota. Minnesota’s 
Democratic governor, Mr Rudy Perpich, 
the only incumbent with serious primary 
Opposition, won his fight, along with his 
woman running-mate. A consumer law- 
yer, Mr Mark Green, takes on the chal- 
lenge in New York of trying to unseat 
Republican Senator Alfonse D’Amato, 
who has spent his six years in the Senate 
preparing for another six. 


The new poorest 


The good news about poverty in the 
United States is, first, that there is less of 
it than there was; between 1984 and 
1985, the proportion of people living in 
officially defined poverty fell by four- 
tenths of one percentage point, to 14% 
(33m people). Secondly, black poverty 
fell quite sharply: 31.3% of blacks lived 
below the poverty line in 1985, com- 
pared with 33.8% in 1984. 

But more Americans of Latin origin 
are living in poverty. Of the second- 
largest and fastest-growing minority, the 
proportion living in poverty rose to 29% 
from 28.4%. In 1978-79 it was two-thirds 
of the black figure. If the black and 
Hispanic trends continue, the poorest of 
the American poor will soon be 
Hispanics. 

Already certain groups are worse off 
than blacks in the same category. For 
instance, 17% of Hispanic married cou- 
ples live in poverty, compared with 12% 
for black married couples. And the rate 
soars to 53% among Hispanic families 
headed by a single woman, compared 


with 50.595 of families headed by a 
single black woman. According to the 
Centre on Budget and Policy Priorities, 
which studies these matters, the only 
reason that the Hispanic poverty rate is 
still lower than that for blacks is that the 


Too many children in 


Washington, DC 
Thrice Barried? 


WASHINGTON, DC 





It is not all that easy to understand why 
Mr Marion Barry, the mayor of Washing- 
ton, should be sailing so merrily into his 
third term. Mr Barry effortlessly won the 
Democratic primary election on Septem- 
ber 9th. He will face a challenge in 
November from Mrs Carol Schwartz, the 


proportion of Hispanic families headed 
by a woman (23%) is lower than the 
corresponding figure for blacks (4196). 

The poverty of Hispanics varies from 
region to region, partly because of local 
economic conditions, partly perhaps ac- 
cording to their origins outside the Unit- 
ed States. It is highest in the north-east 
(38%, compared with 28% for blacks), 
where immigrants from Puerto Rico pre- 
dominate; it is lower (26%, against 20% 
for blacks) in the west, where the His- 
panics are usually Mexican; and in the 
south, where Cubans are strongly repre- 
sented, Hispanics suffer less poverty 
(28%, against 33%) than blacks. 

Hispanic households, overall, earn 
more than black households (the His- 
panic median is $19,000 a year compared 
with nearly $17,000 for black families 
and $29,152 for whites); but because 
Hispanic families are larger, income per 
head is lower than that for blacks ($6,613 
against $6,840). Two-fifths of America's 
Hispanics are under the age of 18. And 
there's the rub. Some 2.6m Hispanic 
children are living in poverty, a quarter 
of the total of 10m poor children, al- 
though Hispanics account for only about 
6% of Americans. 

A study published this month by the 
Commission on Civil Rights might have 
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Republican candidate; it would take a 
small earthquake to unseat him. 

Mr Barry has done a number of good 
things for the city in his eight years as its 
boss. He tidied up the chaotic finances 
that he inherited, he oversaw the rebirth 
of the city’s dying downtown heart, he 
initiated a summer job-training pro- 
gramme and he can justly claim that both 
the unemployment and the crime rates 
are now lower than they have been for a 
good many years. In several ways, and for 
many people, Washington is a better 
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been expected to offer some help to 
Hispanics anxious to better their lot. It 
notes that the earnings of black men 
have almost doubled, as a proportion of 
those of white men, over the past 45 
years. In 1940 they amounted to 42%; by 
1980, where the study stops, black men 
were earning 69% of white wages. 

The reasons for this improvement 
were, the commission says, better educa- 
tion, migration out of the low-wage 
south and movement from farming to 
jobs in government and industry. Civil- 
rights laws that have reduced racial dis- 
crimination are given some, but not 
much, credit; the study argues that the 
gap between black and white wages was 
already narrowing before 1960; the first 
law forbidding discrimination in employ- 
ment was passed in 1964. 

Unfortunately little improvement in 
the ratio between black and white earn- 
ings has taken place since 1980, as the 
commission has to concede. And its 
contention that this may be due in part to 
lower participation in the labour force by 
black men, which it ascribes to over- 
generous welfare for the disabled and for 
black women with children, has brought 
outraged disagreement from inside and 
outside the commission. There may be 
more agreement that fewer years at 
school account for a large part of the 
difference between wages for black men 
and those for white. Hispanics might 
well make more efforts to reduce the 
drop-out rate from school among their 
children. But hungry children are hard to 
teach. 
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place to live in than it used to be. 

But the list of shortcomings is long. Mr 
Ba.ry's critics concentrate on the most 
obvious impropriety: the corruption, 
from major to petty, that has flourished 
within a few inches of the mayor's nose, 
touching some of his nearest and dearest. 
Ten fairly senior officials in city hall have 
been convicted of crimes connected with 
their jobs; they include Mr Ivanhoe Don- 
aldson, Mr Barry's friend and number 
two, who confessed to stealing nearly 
$200,000 of city money. The mayor's ex- 
wife has been sent to prison for embez- 
zling money from a programme for the 
poor that she and Mr Barry ran together; 
his girlfriend has been imprisoned for 
dealing in cocaine. Mr Barry's expense 
accounts are at the moment being scrutin- 
ised by a grand jury. 

The mayor shrugs all this off (though 


N- spends a prudent amount of time 


closeted with his lawyers), challenging 
the probers to probe ever deeper. “Effi is 
a classy lady and deserves the very best," 
said he airily when it was revealed last 
week that his wife's idea of a birthday 
present from a friend, who happens to be 
a lawyer who does a lot of work for the 
city, was $1,150 worth of clothes from a 
Georgetown boutique. This 1982 episode 
did not strike the mayor as unseemly. 

Mr Barry may be correct in his judg- 
ment about what does or does not turn off 
votes. His supporters tend to be forgiv- 
ing, or cynical, about thé scandals that the 
mayor calls “misdeeds”. The battering he 
took, and the courage he showed, in the 
early days of the civil-rights battles are a 
help to him now. Maybe it is all right, he 
suggested in a recent interview, to be a bit 
arrogant and self-confident "if you've 
been abused and kicked around all your 
life". That sentiment touches a chord in 
black Washington, particularly in the 
poorest areas where Mr Barry has his 
strongest support. 

Yet it may be the poor whom Mr Barry 
has let down the most. His record on 
public housing is not good. The waiting- 
list for public housing is endless, the 
numbers of homeless scandalous. Yet 
many of the housing units are unoccu- 
pied, uninhabitable slums; the city has 
never got around to looking after them 
properly or repairing them when they 
crumble or are vandalised. Nor is this for 
lack of money; $8m of federal housing 
money remains unspent and is in danger 
of being lost. 

Mr Barry is often charged, particularly 
by white residents fighting to protect their 
surroundings from over-development, 
with being too cosy with developers. Yet 
he has signally failed to use this influence, 
or cos‘aess, to chivvy the people who are 
developing downtown Washington, plus 
many smart uptown districts, into doing 
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AMERICAN SURVEY 


Families on the hoof 


Would you prefer a heifer or a bullock, a 
Jersey or an Angus? After a prolonged 
drought, cattle in the south are both 
thirsty and thin. Hence a scheme to 
fatten them, and their owners, up: 
Adopt-a-Cow. 

For $140—the cost of feeding a cow 
until next spring, when it is hoped that 
hay and other feedstuffs will return to 
normal supply—people looking for an 
unusual pet are invited to adopt the 
beast of their choice among South Caro- 
lina’s 635,000 cattle. The cows remain 
with their owners, but their adoptive 
parents get a certificate declaring the 
animal to be a "genuine South Carolina 
cow” that “appreciates being adopted”; 
the document is signed by the governor, 
Mr Richard Riley. A disclaimer on the 
back says the new parents have no rights 
over the cow, but farmers say they can 
visit their animal whenever they want. 

Since August Ist, more than $74,000 
has poured in from such diverse cow 
fanciers as the residents of a nursing 


anything much for the poorer parts of 
town. A few revitalisation projects are 
being planned; the mayor pleads, not 
altogether convincingly, that it is beyond 
his persuasive powers to get the develop- 
ers to do more. 

Mr Barry’s procrastination over Wash- 
ington’s prisons has also caused anger. 
The city produces more prisoners than it 
can accommodate, the jails have erupted 
in riot and arson and Mr Barry has kept 
postponing the unpopular decision to 
build a new jail. Yet his priorities on 





The mayor is unrepentant 


COLUMBIA, SOUTH CAROLINA 


home, a group of political science profes- 
sors and the employees of a San Francis- 
co radio station. Some Californian 
butchers have also adopted a cow. Mrs 
Sheila Thompson, the Charleston artist 
who thought of the scheme, and Mr 
Michael Rose, the lawyer who put it into 
practice, are delighted. So are the farm- 
ers, who were unable to make hay while 
the sun shone and for whom the recent 
rains have come too late. Only the 
governor knows what the cows think, 





prisons are not unreasonable: his overrid- 
ing interest, he says, is to break the cycle 
of recidivism. 

Washington’s most serious, and fastest 
growing, crime problem is drugs and Mr 
Barry worries more about ending drug 
addiction than about finding addicts beds 
on their regular returns to prison. In line 
with his thinking, the mayor’s plan for a 
new prison, produced last week under a 
congressionally imposed deadline, has ex- 
tensive facilities for treating addicts and 
mental patients. But because these facili- 
ties are so expensive, and because the 
mayor has dithered for so long, the 
planned new prison would have far fewer 
beds than are now needed. 

Polls show that the voters in the run- 
down and neglected south-east of the city 
give their mayor a higher rate of approval 
than do any other Washingtonians. Black 
commentators, some of whom deplore 
Mr Barry’s near-solid black support 
(Washington is 70% black), suggest that 
this lack of effective criticism stems from 
a continuing sense of black insecurity. Mr 
Juan Williams, writing in the Washington 
Monthly, speaks of the black community 
circling its wagons. To throw out a black 
incumbent would, he suggests, be to let 
down the guard to a hostile world. It 
would acknowledge that black gover- 
nance does not always work; it might 
even open the way for the white minority 
to take over government of the city once 
again. Yet, argues Mr Williams, Mr Bar- 
ry, together with several of his fellow 
black mayors in other cities, has betrayed 
the faith of his people. 
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DIN 
half-year results 


1986 half-year results (unaudited) 
Turnover 


Profit before interest 
Net interest payable 


Profit before taxation 
Taxation 


Profit after taxation 
Minority interests and preference dividends 


Attributable profit vetore extraordinary items 
Extraordinary items 


Attributable profit 


Earnings per ordinary share vetore extraordinary items 


Ordinary dividends per share 


1985 
First Haff 
£m 
1,047 


55,7 
10.2 


11.5p 
Interim Interim 
3.5p 3.5p 


Comparative figures for the first half of 1985 have been restated using average rates of exchange. Р 
The results for the full year 1985 have been extracted from the audited accounts, on which the auditors gave an unqualified 
report, and which have been filed with the Registrar of Companies. 


The Chairman, Sir William Barlow, says: 


+ Гат pleased to be able to report a further rise in 
profits attributable to shareholders with earnings 
рег share increasing from 10.1p to 11.5p, up 14% on 
the first half of last year. 


Overall the Group performed well against an 
international and UK economic background that 
was far from easy. The growth of world trade 

“slowed down during the first half, particularly as a 
result of the rapid fall in oil prices. 


Turnover would have been slightly ahead of the 
first half of last year but for currency movements. 
Pre-tax profits were increased to £47 million, despite 
currency effects and reduced metal profits. Interest 
costs were lower.by £2.8 million. 


Balfour Beatty increased profits in the first half 
and maintained an excellent forward-order book. In 
August 1986 we completed the purchase of Haden 
. Building Services, with annual sales of £241 million 
and 3900 employees. The addition of this important 
mechanical services organisation to Balfour Beatty's 
civil and electrical contracting capability provides an 
impressive and comprehensive capacity in this sector. 


BICC Cables’ profits were reduced due to trading _ 
in dull market conditions. The collapse of the | 


price caused a sharp reduction in demand for cables 
for the oil industry. Demand from the mining and 
railway industries was also down. Further progress 
а to be made with optical fibre and optical 
cables. 


BICC International's profit was significantly 
affected by currency changes and the absence of 
the copper profits seen in 1985, though the profits 
of the underlying operations improved in local - 
currency terms. in Australia, Metal Manufactures, 
continues to do well, and shortly after the end of 
the period we made a successful public offer of 
2096 of the shares. 


BICC Technologies has made a strong profit 
recovery. Companies in the group held their position 
in difficult markets in which most of our competitors 
have suffered significant profit reductions. The 
acquisition of the Imhof/Bedco division of Phicom 
plc will greatly strengthen our position in the 
markets served by BICC-Vero Electronics. 

We continue to improve the efficiency of our 
operations. Whilst these improvements will incur 
expenditure in the short term we plan to maintain 


the upward trend in earnings to which we are fully 
committed. - EU 


s, Components and Construction _ 
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The bleating comes from the left 


Why should Western Europe's left and 
right differ about nuclear energy? On the 
face of it, socialists and conservatives 
both stand to gain from the economic 
advantages that nuclear power can bring, 
just as both would lose from a serious 
nuclear accident. In the past, disagree- 
ments over nuclear-power policy tended 
to be within the main parties, not be- 
tween them. But a broad left-versus-right 
division now exists, and the Chernobyl 
catastrophe has made it worse. The non- 
communist left has developed worries 
about safety and the environment which, 
on the whole, burden the efficiency- 
minded right rather less. So battle is 
engaged. The conservative governments 
that predominate in Western Europe find 
themselves fighting to maintain the atom 
as Europe's fastest-growing source of 
power. 

The fiercest assault on nuclear power 
has come in West Germany, which is 
Western Europe's biggest user of energy. 
The Social Democrats, who are well used 
to governing in the atomic age, are now 
cahing for the total abolition of nuclear 
power within ten years. They intend to 
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fight the general election in January оп 
that radical platform. 

In Britain, the Labour opposition has 
turned almost as anti-nuclear as the Ger- 
man left; at its annual conference, which 
begins later this month, it is likely to 
approve plans for an end to nuclear 
power-station construction and phasing 
out of existing plants (though over a 
longer period than ten years). Only the 
qualms of the party's leader, Mr Neil 
Kinnock, might blunt Labour's anti-nu- 
clear thrust. In Italy, too, where a right- 
left coalition governs, the left's ideas are 
shifting in favour of a shutdown. Mr 
Claudio Martelli, the number-two in the 
Socialist party led by Mr Bettino Craxi, 
the prime minister, ruffled the coalition 
last week by calling for a complete with- 
drawal from atomic energy. 

Some of the shutdown talk may be 
post-Chernobyl election posturing by the 
left—especially in West Germany, where 
the Social Democrats need to neutralise 
the Greens' appeal. Certainly left-wing 
parties with misgivings about nuclear 
power have not rushed to do anything 
about it when they do hold power. What 


has happened in Sweden and Spain attests 
to that. 

Sweden first committed itself a decade 
ago to a gradual phasing-out of nuclear 
energy (and reinforced the commitment 
by a referendum in 1980), but the Social 
Democrats have yet to start closing any 
nuclear plants. With their 12 reactors, the 
Swedes come after the French and the 
Belgians as Western Europe's most dili- 
gent producers of nuclear power (see 
chart on next page). Only now, after 
Chernobyl, is action likely. In Spain, Mr 
Felipe Gonzalez's Socialists halted nucle- 
ar expansion with a flourish after they 
first took office in 1982, but they pro- 
posed no further nuclear squeeze in their 
victorious re-election campaign this year. 
The Gonzalez forces seem to have lost 
their out-of-office aversion to the atom. 

France's left, an exception to the 
emerging European rule, has never been 
hostile. Until the Socialists lost power in 
March they had gamely ploughed ahead 
with a vigorous expansion programme. 
De Gaulle's insistence on French inde- 
pendence has set policy for right and left 
on both defence and nuclear energy. The 
public still scarcely questions either; nor 
do the political parties, whatever their 
colour (the greens are too small to count 
in France). French Socialists stand by the 
goal of producing enough nuclear energy 
to satisfy 75% of the country's need for 
electricity by the mid-1990s. 

There are signs that the French are 
feeling isolated in their nuclear enthusi- 
asm. Despite the right's return to power, 
President Mitterrand, is still there to hold 
the left's candle, and has been trying to 
stiffen the pro-nuclear resolve of the 
conservative West German chancellor, 
Mr Helmut Kohl. 

Everywhere in Europe where the left 
distrusts nuclear energy, its uncertain 
struggle against the power stations is 
weakened by its failure to hit on a credi- 
ble strategy for doing without them. In 
Sweden, for example, the hydro-electric 
potential of three untapped northern riv- 
ers is enormous, but the environment- 
minded left's opposition to exploiting 
them is also strong. Britain's Labour 
party vaguely says it would put the em- 
phasis on coal, conservation and alterna- 
tive energy sources. 

Socialists in other European countries 
have similarly imprecise plans. The left's 
strategy is opposed by European industri- 
alists as impractical and dirty (coal having 
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Nuclear's share of Western Europe's 
electricity generation,1985 estimates 
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done its bit in the past to despoil the 
environment and, for that matter, kill 
people). Conservative governments tend 
to join such criticism. 

So there were smiles on left-wing faces 
last week when two separate reports were 
published in West Germany concluding 
that the abolition of nuclear energy would 
be technically feasible and not too costly. 
That this conclusion was reached by Frei- 
burg's green-minded Eco-Institute was no 
surprise. But it was shared, with reserva- 
tions, by the Rhine-Westphalia Economic 
Research Institute (RWI), one of the 
country's five famous economic think- 
tanks. This was a blow to Mr Kohl, who 
was already finding it hard to stifle the 
clamour in his country for applying the 
nuclear brakes. 

The RWr's study said that renouncing 
nuclear energy need not create serious 
difficulties provided that existing reactors 
were kept in service for 20 years, that 
those nearing completion were put in 
service for a time, and that the energy lost 
through phasing out reactors were re- 
placed by power generated from import- 
ed coal, not from expensive home-pro- 
duced coal. Electricity would inevitably 
cost a bit more than it would without a 
run-down in nuclear power, but only 
about 3% more by the year 2000. The кї 
reckoned that the conversion would sig- 
nificantly impair economic growth only if 
it were pursued at the breakneck pace the 
Social Democrats have called for. 

If all the European countries whose 
left-wing parties are talking about abol- 
ishing nuclear power started doing so at 
the same time, there would be chaos in 
the power markets and big increases in oil 
and coal prices. It is unlikely to happen. 
But with socialists and conservatives now 
squaring up to one another on nuclear 
energy, many voters will for the first time 
be getting a nuclear choice. 
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Deadly riddle 


FROM OUR PARIS CORRESPONDENT 


The bomb that killed a woman and 
injured 18 other people at the Paris town 
hall on September 8th was the seventh in 
the city since December. There have 
been four deaths in all and 100 people 
wounded, Three other large bombs have 
been found and defused just in time. On 
September 4th, a passenger on a com- 
muter train at the Gare de Lyon noticed 
a smoking parcel under a seat. Experts 
dismantled a bomb that would have 
destroyed the carriage. 

If its claims are to be believed, the 
main blame for this campaign goes to a 
group seeking the release of three con- 
victed or suspected terrorists currently in 
prison in France. The best known of 
these is Mr Georges Ibrahim Abdallah, a 
Lebanese Christian serving a short sen- 
tence for arms violations. He is said to 
have led a group which calls itself the 
Lebanese Armed Revolutionary Fac- 
tion. A French judge is also examining 
the case against him as an accessory to 
the murder in Paris four years ago of an 
American military attaché and an Israeli 
diplomat. 
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Bomb voyage? 


France 


If Mitterrand called 
a fast one 


FROM OUR PARIS CORRESPONDENT 





How many divisions has the French right? 
Enough, hopes President Mitterrand, the 
leader of France’s Socialists, to win him a 
second term as president. Unless squab- 
bling conservatives unite behind a single 
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The Americans and the Israelis want 
him brought to trial. The examining 
judge, however, has had trouble finding 
conclusive evidence connecting Mr Ab- 
dallah directly with these two killings. 
Hence a temptation to release him. Yet 
that would infuriate the Americans, and 
not necessarily prevent more bombings. 
The French government says it will not 
yield to the temptation. 

France's counter-terrorist police are 
puzzled. What is so important about Mr 
Abdallah that he merits such sustained 
and murderous support? And why are 
his friends calling also for the release of 
an Armenian and an Iranian prisoner 
with whom it appears Mr Abdallah had 
no connection? 

Whatever the answer, the bombings 
come at a delicate moment for the prime 
minister, Mr Jacques Chirac. The first 
rash was early this year during an elec- 
tion campaign in which some right-wing 
politicians hinted that law and order 
would improve under a conservative 
government. Now Mr Chirac has a ter- 
rorist problem on his own hands. 
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candidate, Mr Mitterrand would be the 
favourite to win a snap election this 
autumn. 

That is the finding of three separate 
polls, conducted over the summer. The 
most recent sounding, done for the maga- 
zine Le Point, suggests that Mr Mitter- 
rand would win 55% of the presidential 
vote in a run-off against the prime minis- 
ter, Mr Jacques Chirac, and 54% against 
Mr Raymond Barre, his old conservative 
rival. 

These figures oddly reverse the broad 
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It took the people 


of Chase to engineer 
the $550 million financial 


structure to do it. 


It takes more than steel and sound 
engineering to build a bridge that connects the 
European and Asian sections of Turkey. 

It takes powerful banking skills, too. 

And to the construction consortium 
that won the bid to build the new bridge, 
there wasn't a bank with better ability than 
Chase. 

Because out of the 50 or so major 
financial institutions in the world, Chase offers 
a combination of characteristics no other 
bank has. 





For one thing, there is our size and 
strength. And our true global network 
(which, in this case, was a collaboration 
among our offices in Turkey, Italy Japan anc 
the U.K). 

This helped us put together the 
international banking consortium that was 
needed. 

And it also gave us the edge in 
knowing the market well enough to 
determine not only where the money couk 
best be raised from both bank and 





Cose 1986 The Chase Manhattan Bank, МА Member FDIC. 








10n-bank sources, but also the best ways to 
ime the financing. 

Most important, theres our people. 
'eople with expertise in all fields. From 
yndication experts to trade finance specialists 
n export credits and aid loans. To our 
indisputed leadership in project finance. 

All of which were vital to this endeavour 

And, all in an environment that effectively 

ombines commercial and investment 


ranking skills like no other financial institution. 


This total global banking capability 


taat integrates size, international network, 
specialized industry knowledge and the 
broadest range of commercial and investment 
banking products is what sets Chase apart 
from other financial institutions. 

And, its why Chase was able to bring off 
what Euromoney Trade Finance Report called 
one of the most talked about deals of the year 

Fully integrated global banking. No matter 
how complex a project it may be, one thing is 
simple. 

Choosing the right bank to support it. 
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Running won't be easy for Chirac 


sympathies of French voters, which have 
hardly changed since the general election 
in March. Today, some 55% of French 
voters favour parties of the right, 45% 
those of the left. This is not as puzzling as 
it seems. France's two-round system of 
voting in presidential elections encour- 
ages rivalries inside political tribes. If 
their favourite failed to make it past the 
first round, some conservatives would 
rather vote for Mr Mitterrand than for a 
onservative of second choice. 

The right has a surplus of talent and 
ego. Not only are the two main coalition 
partners, the neo-Gaullist Rassemble- 
ment pour la République (RPR), led by 
Mr Chirac, and the middle-of-the-road 
Union pour la Démocratie Frangaise 
(UDF) at odds with each other; the UDF, 
led by nobody, is at odds with itself. 

Its competing chiefs have just declared 
a truce in their late-summer war, conduct- 
ed in a series of meetings with young 
party followers. But nobody expects the 
peace to last. The neo-Gaullists are en- 
couraging disorder among their coalition 
partners so as to leave the presidential 
path clear for Mr Chirac, or so many UDF 
politicians suspect. 

The UDF is a collection of four distinct 
parties. The largest is the Republican 
party, originally the vehicle in which Mr 
Valéry Giscard d'Estaing reached the 
Elysée in 1974. Mr Giscard d'Estaing 
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seems to want to get there again. But the 
brash young Mr Frangois Léotard, the 
party's secretary-general, has presidential 
ambitions as well. 

Mr Léotard leads a band of self-styled 
liberal ministers in Mr Chirac's team who 
want to get government out of ordinary 
French people's lives. Mostly men in their 
late thirties or early forties, they also 
want to get an older generation of French 
conservatives out of government, so they 
can take their place. 

To complicate matters, the mainly 
"wet" conservatives in the three smaller 
parties within the UDF are sensitive to 
bullying by the Republicans; some of 
them are threatening to run presidential 
candidates of their own. And scattered 
throughout the parties of the UDF are 
backers of Mr Barre, an ex-prime minis- 
ter who wants to be president. To the 
irritation of Messrs Chirac, Léotard and 
Giscard d'Estaing, he remains France's 
most popular conservative, even when he 
is lying low, as he has been since the 
spring. 

These uncertainties, aggravated by Mr 
Mitterrand's power to call a snap presi- 
dential election at a time of his choosing, 
hang over Mr Chirac as he gingerly imple- 
ments his promise to liberalise France's 
economy. The benefits that he and his 
finance minister, Mr Edouard Balladur, 
are telling French voters will come from 
their economic reforms are not the sort to 
arrive overnight. Yet Mr Chirac pushed 
the normally reticent Mr Balladur in front 
of the television cameras on September 
10th in an effort to persuade viewers that 
big changes in the management of 
France's economy were afoot. 

A majority of French voters is yet to be 
convinced that economic liberalism is 
what it really wants. In an opinion poll 
taken early in the summer, 58% of those 
questioned were against complete remov- 
al of price controls, 60% against privatis- 
ing television and 72% against the aboli- 
tion of France's wealth tax. Only 38% 
were for selling state-owned companies 
into private hands. Mr Chirac and Mr 
Balladur have a sales job on their hands, 
if Mr Mitterrand grants them the time. A 
snap election seems unlikely, but the 
threat of one plays on the prime minis- 
ter's mind. 


Spain 
Two's a crowd 


FROM OUR SPAIN CORRESPONDENT 


A decade of democracy in Spain has 
shown that, when political parties market 
similar ideologies under almost identical 
names, only one survives—if it is lucky. 
Basques who want more autonomy for 





Euskadi, as their region is called, sudden- 
ly have two middle-of-the-road parties to 
choose from: the Basque Nationalist par- 
ty (PNV), founded nearly a century ао” 
and the breakaway Basque Nationalists 
(NV), founded on September 3rd. The 
main beneficiary of this moderate-party 
duplication may be the separatist left. 

The new party is supported by Mr 
Carlos Garaicoechea, the former head of 
the regional government, and a few other 
leading members or ex-members of the 
PNV. It claims to have the backing of 
deputies in both the Spanish and Basque 
parliaments. On September 6th, the PNV 
branch in Guipuzcoa, the province where 
Basque culture is strongest, voted to 
"secede" until its members decide wheth- 
er to joint the new party. 

The founders of the breakaway group 
describe their party as “nationalist, dem- 
ocratic, modern and progressive". Like 
the PNV, the new group wants self-deter- 
mination for the Basque country; but the 
two parties disagree over how it should 
work. The PNV believes in sharing power 
between the region's capital and its three 
provinces, and in keeping the top offices 
of the party and regional government in 
different hands. The dissidents favour a 
strong regional administration headed by 
the party's leader. 

The new party's principal asset is Mr 
Garaicoechea himself. In the eyes of 
many Basques, his forceful defiance of 
the government in Madrid contrasts fa- 
vourably with the diffidence shown by his 
successor at the head of the regional 
administration, Mr José Antonio Ar- 
danza. But the PNV is no pushover; it is 
well organised and has deeply committed 
supporters on fishing boats and company 
boards alike. 

Basque politics was crowded even be- 
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Follow me, says Garaicoechea 
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fore the moderate nationalists split. The 
new party squeezes in between the PNV 
just to its right and Euskadiko Ezkerra 
Well to its left. Euskadiko Ezkerra, with 
six seats in the Basque parliament, is itself 
cramped by the further-left Herri Bata- 
suna (the political arm of the ETA separat- 
ists), which is entitled to 11 seats but does 
not occupy them. The PNV holds only 32 
of the parliament's 75 seats and relies on a 
pact with the Socialists to stay in power. 
The loss of even one of its deputies to the 
new party will upset the balance in the 
parliament and increase Mr Ardanza's 
dependence on the Socialists, who are 
mistrusted by most nationalists. 

The Socialists say they will continue to 
support Mr Ardanza in parliament, but 
they are quietly preparing for a regional 
election, which does not have to be held 
until 1988. An early election could jolt 


Herri Batasuna into taking its seats in the 
new Basque assembly, especially if it 
gained votes as a result of the moderates' 
split. But members of Herri Batasuna 
must themselves be worried about the 
vote-pulling power of Mr Garaicoechea. 
Many Basques consider him a better 
nationalist than the PNv’s men and more 
credible than Herri Batasuna’s. 


Norway 


Wintry outlook 


FROM OUR NORDIC CORRESPONDENT 





Mrs Gro Harlem Brundtland’s minority 
Labour government, which took office as 
Norway was turning green last May after 
its long northern winter, may be out again 
before the first snow falls on Oslo. On 


And we thought we were friends 


FROM OUR SPECIAL CORRESPONDENT IN LJUBLJANA 


An old friendship between two Yugoslav 
peoples has turned sour. The Serbs, the 
federation’s biggest nation, have fallen 
out with the Slovenes, one of its small- 
est. Polemics between the press in Bel- 
grade, Serbia's (as well as Yugoslavia's) 
capital, and Ljubljana, the capital of 
Slovenia, have reached such a pitch that 
the Slovene Communist party’s Central 
Committee held a special session last 
month to discuss ways of cooling tem- 
pers. The bitterness is not confined to 
the press. Some Serbs complain of hostil- 
ity towards them in Slovenia as soon as 
they are recognised as Serbs. 

This used not to be so. The Slovenes 
are an Alpine, staunchly Catholic peo- 
ple. The Serbs are Orthodox and come 
from the heart of the Balkans. But 
despite the differences—or perhaps be- 
cause of them, and because both nations 
tended to argue with inbetween Croatia 
rather than with one another—the Serb- 
Slovene friendship flourished. Before 
the first world war the Slovenes looked 
to the Serbs, who had just emerged from 
five centuries under Turkish rule, as 
powerful allies in the struggle for their 
own independence from the Habsburgs. 
The Serbs were flattered and admired 
the Slovenes’ reliability, capacity for 
hard work and—after 1918—their at- 
tachment to Yugoslavia. So why have 
the two fallen out now? 

One reason is that the Slovenes no 
longer feel threatened by outsiders. 
Their relations with both their western 
neighbours, Italy and Austria, are now 
remarkably warm. Meanwhile, they 
seem to have lost some of their enthusi- 
asm for Yugoslavia. 

An attempt, back in 1983, to introduce 
common educational programmes for 
the whole of Yugoslavia which would 
have reduced the scope for the teaching 


of the Slovene language and literature 
caused an uproar in Slovenia. The Slo- 
venes rejected the proposed reform, 
drawing hostile commentaries from Ser- 
bia. Many Slovenes continue to resent 
the use of Serbian as the language of 
command in the Yugoslav army. 

The Slovenes were also upset at criti- 
cism by Mr Miodrag Bulatovic, a Serbian 
writer, of their attempts to keep their 
language free from foreign words. They 
paid him back last year by vetoing his 
attempt to get elected chairman of the 
Yugoslav writers’ association. Slovene 
mistrust of alleged Serbian “һеретоп- 
ism" has been fuelled by recent demands 
by prominent Serbs for reducing some of 
the power of individual republics at the 


Ljubljana is not as calm as it looks 


October 6th the government will have to 
present a budget marked by further tax 
increases and spending cuts. 

The ruling party’s popularity has fallen 
sharply since it took on responsibility for 
handling the crisis for government fi- 
nances caused by low oil prices. An 
opinion poll published on September 6th 
indicated that the party’s popularity rat- 
ing was down from April’s 43% to 35.5% 
in August. Labour’s main rival, the Con- 
servative party, also scored 35.5%, its 
best showing yet. 

Labour regained power after four years 
in opposition by exploiting disputes be- 
tween Mr Kaare Willoch’s coalition (of 
the Conservative, Centre and Christian 
People’s parties) and Mr Carl Hagen’s 
anti-tax Progress party. The Willoch co- 
alition, with 78 of the Norwegian parlia- 
ment’s 157 seats, had depended on the 


federal level. 

The Serbs, for their part, resent what 
they see as the Slovenes’ detached atti- 
tude to Yugoslavia. They feel particular- 
ly bitter about Slovene criticism of their 
policy in Kosovo, the mainly Albanian- 
inhabited province of Serbia. In a recent 
interview in a Belgrade magazine, a 
Slovene sociologist called for an end to 
the current crackdown on Albanian na- 
tionalism in Kosovo, in the name of 
“civilised, European norms of behav- 
iour". Although Slovene politicians have 
tried to distance themselves from these 
remarks, most Serbs are convinced that 
all Slovenes think the same way. What is 
worse, the Serbs believe, probably cor- 
rectly, that most other non-Serbs in 
Yugoslavia agree with the Slovenes. 
Now that even Slovenes have turned 
against them on Kosovo, the Serbs are 
wondering what old friends are for. 
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Brundtland faces reality 





mtwo Progress members to make up a 
—majority. No election followed the gov- 
ernment's defeat in May because every 
Norwegian parliament has to serve out its 
full term, running, in this case, until 1989, 
In opposition, Labour had promised 
lavish spending, but once it was back in 
office the facts of life forced it to devalue the 
krone by 12% and to set to work to raise 
taxes and curb the rapid growth of public 
spending. In next month’s budget it will 
propose a progressive tax on gross incomes 
as its main new revenue-raising measure. 
The opposition accepts the idea that a tax 
on gross incomes would be fairer and 
permit reductions in the present high 
marginal income-tax rates. But it insists 
that only a flat-rate tax makes sense. 

The non-socialists have yet to show 
whether they have the stomach for a real 
fight. One newspaper recently accused 
them of suffering from “political anorex- 
ia", meaning aversion to power. Mr Rolf 
Presthus, a former finance minister, who 
has succeeded Mr Willoch as the Conser- 
vatives' leader, is spoiling for a fight; but 
the Centre and Christian parties, which 
draw most of their votes from the remoter 
coastal regions, are more cautious, Dr 
Brundtland will no doubt sugar the bud- 
get with tempting titbits for them—a little 
more money for rural health services, for 
example. A deal with these two smaller 
parties, leaving the Conservatives out in 
the cold, is not impossible. 

Then there is the crucial problem of Mr 
Hagen's Progress party. If its support for 
a non-socialist coalition could not be 
ensured, a return to office would not be 
very attractive for the coalition. The 
Conservatives would be willing to reach 
an understanding with Mr Hagen, but the 
Centre and Christian parties say that he 
would have to promise unconditional sup- 
port. If this puzzle cannot be solved, Dr 
Brundtland may be safe for at least a few 
more months. 
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Belgium 
Falling Happart? 


FROM OUR BRUSSELS CORRESPONDENT 





Should the mayor of the Fourons speak 
Dutch? The question has returned to 
haunt Mr Wilfred Martens's coalition of 
Christian Democrats and Liberals. Im- 
probably, the government's fate over the 
next two weeks depends upon that of one 
man, Mr José Happart. Mr Happart is the 
mayor of the Fourons, a tiny cluster of 
half a dozen villages, with a total popula- 
tion of 4,000, adjoining the Dutch border 
near Maastricht. 

The Fourons has long been in the 
frontline of Belgium's linguistic war. It 
was transferred in 1963 from the French- 
speaking Liège province to Dutch-speak- 
ing Limburg. Its inhabitants actually 
speak Platt Deutsch, an almost incompre- 
hensible Germanic dialect, but two-thirds 
of them consider themselves to be 
French-speakers, and they have fiercely 
resented their transfer to Limburg. 

Mr Happart, a militant French-lan- 
guage campaigner, led a party list called 
"Retour à Liège” to victory in the 1982 
local elections, and his supporters imme- 
diately nominated him to become mayor. 
Constitutionally, Belgian mayors are ap- 
pointed by the king on the advice of the 
government, but the local councillors' 
nominee is normally named as a matter of 
course. However, all the Flemish minis- 
ters in the government threatened to 
resign if Mr Happart were appointed, and 
all the French-speaking ministers said 
they would quit if he were not. It was only 
with the greatest difficulty that Mr Mar- 
tens was able to impose a compromise, 
under which Mr Happart was instructed 
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to learn enough Dutch to carry out his 
mayoral duties. 

A year later the Limburg provinci 
council upset this compromise by süm- 
moning Mr Happart to take an examina- 
tion in the Dutch language. The mayor, 
who has since been elected as a Socialist 
member of the European Parliament, 
refused to take the test, whereupon the 
council dismissed him from his post. Mr 
Happart subsequently appealed to the 
Council of State, a quasi-judicial body 
whose function is to advise the govern- 
ment on constitutional matters. 

The council, acting diplomatically, has 
taken an inordinately long time to pro- 
duce a ruling, but its verdict is now 
expected within a matter of days. The 
general expectation is that it will come 
down against Mr Happart, but whichever 
way it rules the decision is bound to upset 
one of the rival language groups. And 
renewal of the argument will put enor- 
mous pressure on ministers to divide 
along linguistic lines in their response to 
the council's recommendation. 

Although foreign observers may find it 
incredible that a government could fall 
over the Fourons, two successive govern- 
ments actually did, in 1973 and 1974. 
Since then, however, a far-reaching mea- 
sure of devolution has been introduced 
which has transferred to regional govern- 
ments in both Flanders and Wallonia a 
wide range of economic, social and cul- 
tural responsibilities. This has reduced 
tension over the language question. 

Evidence that the public is less agitated 
than the politicians over the Fourons was 
provided by a television phone-in pro- 
gramme on September 7th, when only 
four out of over 400 questions addressed 
to the prime minister were on this topic. 
But the Fourons question has exploded 
too often in the past for anybody to be 
sanguine about the prospects. 

If the government does break up over 
Mr Happart, it will be a sorry day for 
Belgium. The economic recovery pro- 
gramme will be in ruins, the language 
issue will again become dominant in Bel- 
gian politics and the bad old days of short- 
lived and indecisive governments will be 
back with a vengeance. 


Poland 


An idea whose time 
has gone 


FROM A WARSAW CORRESPONDENT 





There was much talk in Polish churches 
during this year's harvest festival about 
the seed that falls on stony ground. One 
such seed was the Catholic church's idea 
to funnel modern machines, spare parts 


47 


к 





i 


Emi a 


et” a Pv 





Ey t er 


EUROPE 


and fertilisers, bought with dollars raised 
in the West, to Poland’s under-equipped 

rivate farmers. According to the church 
plàn, the farmers would pay for the goods 
in zloties, and this money would be used 
by a church-sponsored foundation for 
projects to improve Poland's backward 
countryside. The church has now an- 
nounced that government intransigence 
has forced it to abandon the idea. 

The reason given was that the authori- 
ties would not budge on the issue of 
control. The minister of agriculture, the 
government negotiators insisted, should 
have the final say in case of disagreement 
about how the money should be spent, 
and the church plans had to be “organi- 
cally co-ordinated" with those of the 
state. The church said this would deprive 
the foundation of its independence. 

The scheme had been under negotia- 
tion for four years and was a hobby-horse 
of the Polish primate, Cardinal Jozef 
Glemp. Its collapse is certainly a personal 
blow to the cardinal. But dropping the 
fund may do more good than harm to 
church-state relations in Poland. 

The government was faintly embar- 
rassed but not really surprised when the 
church blamed it for the breakdown. 
From the start it mistrusted a scheme 
which it saw as potentially subversive and 
awkward to control. The church, for its 
part, had had problems raising money for 
the fund. It had promises of $28m for a 
pilot scheme, but to make a real impact 
on Polish agriculture it had planned to 
raise $2 billion, which seemed like wishful 


Sorry, there'll be no help from the West 


thinking. So some church leaders are also 
quietly relieved that the matter has been 
dropped. 

Above all, government and church ne- 
gotiators now have one less thing to argue 
about as they discuss the next papal trip 
to Poland. Pope John Paul II would like 
to pay another visit to his homeland, his 
third since he became pontiff, next June 
for a eucharistic congress. The official 
invitation has not yet been handed over, 
and it must be received before the end of 


In a flap over a flag 


FROM OUR LISBON CORRESPONDENT 


The Azores, for many Europeans, are 
simply the place fair-weather-bringing 
anticyclones come from. But this sum- 
mer a political storm has broken over the 

oup of small islands in the Atlantic 
Dopo: 220,000 people and 250,000 
cows), which are an autonomous region 
of Portugal. On September 3rd the Por- 
tuguese president, Mr Mario Soares, 
vetoed the islands' revised autonomy 
statute, which the Lisbon parliament had 
approved unanimously in July, because 
of a dispute over the status of the Azore- 
an flag and anthem. This was the first use 





of the presidential veto under Portugal's 
1976 constitution, and Mr Soares got an 
unsurprisingly cool reception when, the 
next day, he arrived in the Azores to 
celebrate the tenth anniversary of the 
islands' autonomy. 

The fuss is over a clause in the autono- 
my statute which would have given the 
Azores' flag and anthem equal status 
with the Portuguese ones in official cere- 
monies. The Portuguese army objected 
to the idea, saying it would be harmful to 
national unity. 

“Colonialism”, cried the Azoreans. 
"Separatism", screamed die-hard na- 
tionalists in Lisbon, some of whom still 
resent the autonomy given to the islands 
in 1976 and believe the Azores should 
have remained a backward outpost of 
Portugal which exported milk powder to 
Lisbon and manpower to America. Nor 
have these nationalists forgotten that, 
when Portugal went revolutionary in 
1974-75, a group calling itself the Front 
for the Liberation of the Azores (FLA) 
demanded separate rule for the islands. 
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the year if the Pope’s staff is to make the 
necessary arrangements, Talks are in pro- 
gress about a visit General Jaruzelski 
would like to pay to Italy, and the general 
would dearly love to drop in on the 
Vatican while he is there. Back home; a 
photograph with the Pope is worth’ ten 
with Cardinal Glemp. The cancellation of 
the farm fund (and the government's 
recent release of some political prisoners) 
clears the decks for the delicate 
negotiations. 


Was the FLA flapping behind the flag 
furore? 

On his return from his summer holi- 
day, Mr Soares decided to veto the 
revised autonomy statute on the ground 
that parliament had passed it in a rush; it 
needed more reflection, the president 
said. Parliament will now be asked to 
decide whether to approve the autonomy 
statute for a second time, or amend it. 
Enraged, the leader of the Azorean 
government, Mr Joao Bosco Mota 
Amaral, wore a black tie and a dark suit 
when he received Mr Soares last week, 
as a symbol of mourning for the archipel- 
ago’s lost dignity. 

Puzzled Azoreans may well wonder 
why the army has decided to raise objec- 
tions now, since for the past seven years 
at ceremonies on the islands the Azorean 
flag has fluttered alongside the Portu- 
guese one, and the Azorean anthem has 
been played. The answer seems to be 
that the army is retaliating for the icy 
reception given to General Rocha 
Vierra, who was appointed as Portugal’s 
representative to the islands earlier this 
summer. The Azoreans had wanted the 
post to go to a civilian, not a military 
man, and preferably to an Azorean. 
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America could teach Lawson 
that voters aren't stupid 


Tax reform, to a government approach- 
ing a general election, is likely to mean 
only one thing: cutting income tax. For 
Mrs Thatcher's government, the incen- 
tive to get the basic rate of income tax 
down to 25% in the next budget will be 
increased by the knowledge that every 
pound off the tax base will make the 
Labour party's spending plans look more 
painful to the electorate. But as revenues 
from North Sea oil diminish, a future 
government will have to take more seri- 
ously the lesson from America: that the 
mly- durable way to bring down basic tax 
ates is through reforms which have previ- 
ously been dismissed as politically 
unthinkable. 

Mr Nigel Lawson, the chancellor of the 
exchequer, has not yet accepted that. In a 
speech earlier this year he argued that 

none of the loopholes which the Ameri- 
-can reforms aim to close exists in Britain. 
That is true, as far as it goes. The 
»personal-tax exemptions that America 
:: plans to shrink (such as the tax allowance 
for all debt-interest payments) are not 
available to British taxpayers. And the 
American reformers have left intact their 
“own versions of Britain's most expensive 
« loopholes—the deductions for mortgage- 
"interest ^ payments and pension 
- contributions. 


Asfor the rate structure, America. 


‘claims to- be collapsing its numerous 
"bands into just two marginal rates-—1576 
запа 28976. (In practice the picture is more 
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. complicated.) Britain still has six bands of. 





income tax—but only 9% of taxpayers 
pay more than the basic rate of 2976 (see 
chart). So simply repeating America's 
reforms would have little effect on British 
personal taxes. 

Much the same goes for the corporate 
tax code. Mr Lawson's budget of 1984 
completely overhauled Britain's company 
taxes, simplifying the system and improv- 
ing its economic neutrality by phasing out 
artificial capital allowances and reducing 
the rate of corporation tax in stages to 
35%. This is quite similar to the Ameri- 
can plan's assault on tax credits for invest- 
ment, combined witha cutin the standard 
rate of tax on corporate income from 46% 
to 34%. 

Tn fact, the similarity goes further than 
Mr Lawson wants people to notice. One 
of the most controversial aspects of 
America's tax reform is the $100 billion 
shift in the burden of taxation from peo- 
ple to companies. Britain's reforms of 
1984 have also shifted the tax burden, 
though not so dramatically. The Institute 
for Fiscal Studies calculates that the aver- 
age rate of tax on company profits will be 
29.4% in 1986, against 24.5% if the old 
system had been retained. Provided infla- 
tion stays low, that gap will narrow in 
future years, but by 1990 the new system 
still means an effective corporate tax rate 
that is two percentage points higher than 
it would otherwise have been. 

Yet there are also lessons Britain could 
usefully.learn from America's reforms. 


Their most celebrated aspect is the disap-- 






pearance—without controversy—of the 
highest rates of tax. America's top mar- 
ginal rate will soon be 28%, compared . 
with Britain's 60%. This doés not neces- 
sarily mean that America's system will be 
less fair. Many high earners will pay more” 
taxes than before, because their tax shel 
ters have vanished. P 

А government less nervous of its elec- 
tors could achieve the same in Britain. 
The Inland Revenue estimates that it 
would cost £2.4 billion a year in forgone 
revenue to replace the higher-rate bands 
with a flat tax of 29%. By comparison, 
the cost to the Treasury of mortgage- 
interest relief (whose benefits flow dis- 
proportionately to the higher-paid) was 
£4.8 billion in 1985-86. The Royal Institu- 
tion of Chartered Surveyors has just | 
joined the. list of distinguished bodies 
recommending its replacement by an in- 
come-related housing benefit. But е 
£2.4 billion could, in any case, be bal- 
anced by abolishing the upper-earnings 
ceiling on émployees' national insurance 
contributions, which would yield roughly 
£25 billion, or by attacking tax shelters for 
the rich. 

Financially feasible, yes, but is a flat- 
tax Britain politically feasible? Maybe. 
The most important lesson from America: 
is that radical and comprehensive tax : 
reform can be popular. Timidity, on the 
other hand, backfires, because the broad: 
aims of reform are swamped by squabbles 
between short-term gainers and losers. 

The spP/Liberal Alliance should reflect 
on that. The spP recently unveiled a new- 
plan for integrating the tax and benefit 
systems. The party’s ideas go further than 
those produced by the reviews conducted 
by the social-services secretary, Mr Nor- 
man Fowler, or discussed in the govern- 
ment's paper on the taxation of husband. 
and wife. They would: abolish the mar- - 
пей man's allowance; merge taxes and - 
national insurance contributions (with no 
ceiling on eligible income); phase out- 
higher-rate relief on mortgage interest; 
make the personal allowance a flat deduc- | 
tion from the tax bill rather than a deduc- 
tion from taxable income (this means that - 
the allowance is worth the same to all 
taxpayers); increase child benefits and: 
make them taxable; and launch a new 
“basic benefit" that would be a bigger - 
and better version. of Mr Fowler's family - 
credit. — . 

By British standards, this is radical. 
stuff. It concentrates on the bottom end 
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This could be the last time 


Man management has never been Mrs 
Thatcher's strong suit. This week, she 
announced positively the last govern- 
ment reshuffle before the next election. 
Its themes, like those of the two previous 
"positively last" such reshuffles, were 
presentation and image. 

The key problem was how to support 
Mrs Thatcher’s embarrassingly lame- 
duck Conservative party chairman, Mr 
Norman Tebbit, now in the throes of 
streamlining the organisation for an elec- 
tion expected in the course of next year, 
and unavoidable by June 1988. The bluff 
Mr Peter Morrison is now to supplement 
the energetic proselytising of the novelist 
Mr Jeffrey Archer in the constituencies. 
He has worked with Mr Tebbit before, 
when the chairman was employment 
secretary. 

Other changes hzd been billed as re- 
flecting the scent of election battle in key 
areas such as education, environment 
and health, though none involves 
changes at cabinet level. In the event 
they had more to do with bolstering 
depressed morale among Mrs Thatcher's 
old friends on the right of the parliamen- 
tary party. Most surprising was the re- 
moval of the favourite of the party's 
liberal wing, Mr Chris Patten, from the 
schools job to which he was sent only a 
year ago and where his star was fast 
rising. He has gone to the backwater of 


overseas aid, replacing a dismissed mod- 
erate, Mr Timothy Raison. Mr Patten's 
old job goes to the right-wing Mrs Ange- 
la Rumbold, which will do little to rally 
defecting Tories from the Alliance 
ranks. 

Seven ministers have been sacked, 
almost all “wets”, and 33 reshuffled. The 
biggest change is at health, where both 
the liberal senior minister, Mr Barney 
Hayhoe, and his junior, Mr Ray Whit- 
ney, have gone—like Mr Patten, after 
just a year in their new departments. It is 
a poor comment on Mrs Thatcher's origi- 
nal appointments. Mr Hayhoe is re- 
placed by the social security minister, Mr 
Tony Newton, an able enough parlia- 
mentarian but hardly likely to inspire 
sceptical television viewers. The flam- 
boyant Mrs Edwina Currie, appointed to 
the junior post, no doubt will. 

Mr Douglas Hogg, who resigned out 
of boredom from the whips' office in 
1984, is back in the government with a 
job in the Home Office. Mr Nicholas 
Scott, one of the original “wets”, re- 
mains in exile in Northern Ireland, but 
he gets promotion, taking over from the 
cantankerous Mr Rhodes Boyson who 
reinforces a right-wing secretary of state 
at the environment department. Wisely 
Mrs Thatcher has left Mr William Wal- 
degrave at environment too, to take care 
of the “green” vote. 


Morrison for the party, Rumbold for schools, Newton for health, Patten for aid 





presented its plans. The document includ- 
ed tables which undermined the party’s 
case because they were incomplete, and 
contained some truly awful printing er- 
rors (such as ‘“Тһеѕе women will now get 
the benefit of the big increase in child 
benefit", which came out as These wom- 
en will not get the benefit . . ."). 

It would be a great pity, though, if tax 
reformers conclude that they cannot af- 
ford to be honest about who wins and 
who loses under their schemes. As com- 
puter modelling of taxes and benefits 
improves, politicians find it harder to 
conceal the distributional consequences 
of reforms from the electors. Mrs Thatch- 
er's government has been so immobilised 
by this that it has abandoned radical 
reform of social security, and largely 
confined income-tax reform to piecemeal 


of the income scale because this is where 
taxes and national insurance interact to 
produce a bewilderingly complicated pat- 
tern of marginal rates, far higher than 
those faced by even the highest paid (see 
chart on previous page). Many tax aca- 
demics would call the plan the minimum 
reform. Yet within hours of releasing the 
document, the SDP was retracting. 

Some newspapers stupidly reported the 
merging of tax and national insurance as 
an increase in the basic rate of tax from 
29% to 38%. The party took fright at the 
figures which showed that many of the 
losers under the plan are likely Alliance 
voters. Dr David Owen insists that the 
plan has not been withdrawn, but, ac- 
cording to his office, work is under way to 
"elucidate" the proposals. 

The spp is at fault for the way it 
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tinkering with exemptions. Any reform is 
bound to make some people worse off in 
the short term. If reform is sensible, all 
stand to gain in the long run. America's 
reforms have shown that the public is not 
too stupid to understand that. 


Local council workers 


Fight another day 


The local government officers’ union 
NALGO has spent the past six weeks run- 
ning its first national strike ballot—the 
biggest to be conducted in secret, it 
claims. This week, the results of the ballot 
were announced. The union executive 
lost. Dissatisfied with a pay offer just 
below 6% for its non-manual local-coun- 
cil workers, it had told its members to 
vote for a strike. In the event, fewer tha 
30% of the 487,000 members eligible t 
vote obeyed its call. 

At the Trades Union Congress earlier 
this month, the principle of strike ballots 
was accepted with little opposition, amid 
questionable claims that they usually 
turned out to favour strikes. After the 
figures were released, NALGO soon settled 
for the 6% it had been offered, and gave 
up with good grace any notion of the 12% 
which it had demanded. 

The executive did not do as badly in the 
ballot as the Treasury had probably 
hoped. The turnout was high: 65% was 
more than the local-government employ- 
ers had expected. Of those who voted, 
45% wanted to strike. In South Wales, 
where miners are five weeks into a lone 
overtime ban, there was a majority in 
favour. NALGO's executive hopes that its 
members will be more pugnacious next 
year. 

Expect ructions if they are. Local gov- 
ernment, which employs 2.8m people, is 
in the middle of “restructuring” its pay 
system. Last year, its 900,000 manual 
workers were given generous pay rises of 
8%, equivalent to 12% in some cases 
where salary scales were merged. The 
employers are awaiting, next spring, the 
results of a job-evaluation programme 
which could suggest still more money for 
manual workers. The Treasury will be 
horrified if, after pleas that manual work- 
ers should be treated as a special case, 
local councillors are urged to show the 
same generosity to non-manual workers 
too. 

A lot of Labour councillors will want to 
do so. According to the analysts of In- 
comes Data Services, private-sector pay 
has been rising faster than public-sector 
pay for some time. Labour councillors say 
they will find it more and more difficult to 
recruit and keep basic office staff if the 
gap widens significantly. The chancellor 
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of the exchequer, Mr Nigel Lawson, says 
that unemployment can be brought down 
only if Britain's real-wage rises, this past 
year the highest in the industrial world, 
are halved. Mr Lawson accepts that it 
would be hypocritical to preach wage 
moderation to the private sector without 
also trying to keep government-con- 
trolled pay rises low. 

He has not developed any obvious new 


policy for doing that, even at the central 
government level. Last autumn, Mr Law- 
son refused to set a percentage ceiling on 
pay rises for civil servants, and they 
were not in fact low. Treasury officials 
do not expect him to fix a percentage 
this year either. The government is not 
looking for a winter of discontent, in the 
form of an election-year strike in the 
civil service. 


All sheep, no goats 


British schools have found a new way to 
classify their 16-year-olds. This term sees 
the launch of the first syllabuses for the 
General Certificate of Secondary Educa- 
tion (GCSE), a universal qualification 
which replaces the old system of o-levels 
for the bright and С$Е$ for the not-so- 
bright. GCSEs are supposed to provide 
pupils of all abilities with a certificate of 
their skills which actually says what they 
can do, rather than simply sorting out 
sheep from goats. But the new exams 
will still rank 16-year-olds in a way not 
found in other western countries, even 
though most British pupils now no long- 
er complete their education at this age. 

The most important innovation of the 
new system will be to set down national 
"grade criteria", describing precise lev- 
els of knowledge and ability that pupils 
must demonstrate to get a particular 
mark. An array of practical and academ- 
ic skills will be tested: marks will be 
given not just for regurgitating memor- 
ised facts, but also for using a lathe, 
interpreting historical data and con- 
structing a sentence. A low grade will be 
intended to show specific abilities, rather 
than mere failure. This should be more 
useful to employers than the previous 
exams, which often graded pupils ac- 
cording to what they did not know. The 
syllabuses are meant to include more 
direct experience of the real world in 
subjects such as business studies, and 
more useful everyday skills such as the 
ability to speak English clearly. 

The change will not be as dramatic as 
it sounds. It will impose a more practical 
regime on many academically inclined 
pupils who formerly did o-levels, but CSE 
pupils have long been used to big doses 
of the supposed real world in their 
courses. Similarly, though much has 
been made of the continuous assessment 
by teachers which will make up between 
20% and 40% of the marks for most 
subjects, this is less than exists in many 
CSES. Often, GCSEs will simply take the 
best current practice and impose it more 
widely and systematically. 

When the GCSE was conceived, over a 
decade ago, most British 16-year-olds 
went straight from school into work. 
Now, it will be an educational staging- 
post for the vast majority of its first 
graduates in 1988 who will either stay on 
at school, join the Youth Training 
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Scheme (YTS) or enter further-education 
colleges. So the exam will keep up the 
British tradition of measuring in mid- 
schooling children's ability to cope with 
different levels of education, implying 
different levels of social ranking. 

GCSE aims, however, to break another 
tradition: that of giving higher status to 
generalists than to technicians. Higher 
grades at 16 may become as useful for 
getting "blue chip" vrs places—those 
sponsored by ic! rather than the garage 
round the corner—as for getting on to 
academic A-level courses. 

The new exam comes in when Britain 
has just started to create the kinds of 
vocationally-oriented education and 
training opportunities that many Euro- 
pean countries have long taken for grant- 
ed. This week the first cohort of 17-year- 
olds received a new Certificate of 
Professional and Vocational Education 
(CPVE) after a year of practically-based 
learning about the world of work. Next 
month sees the launch of a National 
Council for Vocational Qualifications. 
This will try to integrate various new 
general and single-skill training courses 
into a rational structure, which should 
give more authority to certificates gained 
on new schemes like CPVE and YTS. 

It is still not clear how the new voca- 
tional courses will relate to GCSE. The 
system will be complicated by the fact 


Sometimes regurgitating facts is easier 


BRITAIN 4 


Labour and British Telecom 
Wrong number 


With its 4995 stake in British Telecom, 
the government still has the whip-hand in 
Britain's largest company, if it chooses to 
use it. A future Labour administration 
would. According to Mr John Smith, 





that yet another programme, the Techni- 
cal and Vocational Education Initiative, 
has been introducing such courses for 14- 
year-olds in schools. They cannot be 
integrated easily into the single-subject 
GCSE exams, as vocational preparation 
tends to be taught in six-to-eight week 
topic "modules", which build up into 
broad groups of skills. 

In other western countries, pupils are 
often channelled into more technical 
kinds of education, leading to appropri- 
ate certificates, from early on in second- 
ary school. Most have never had general 
qualifications at 16. Countries like Cana- 
da and Australia that have been closer to 
the British system have been getting rid 
of them. In Western Europe, the most 
important end-of-school exam is usually 
set at 18 and geared to university en- 
trance, like the French baccalauréat. In 
Italy and Sweden, these exams have 
recently been broadened to include more 
pupils who have taken a technical route 
through school. 

The Gcse’s crueller critics describe it 
as "a system being introduced in the 
1980s, devised in the 1970s, to tackle a 
problem identified in the 1960s using a 
technology created in the 1950s". Brit- 
ain's teaching unions and local education 
authorities have been pressing for the 
reform for so long that they cannot now 
afford to oppose it. But a formal exam at 
a point which is now only the nominal 
school-leaving age will further ossify the 
structure of secondary education. 
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Labour's spokesman on trade and indus- 
try, an early priority would be to rena- 
tionalise BT, using the power of the gov- 
"ermment stake to make the necessary 
"changes in the company's capital struc- 
_ ture. The next step would be to merge it 
:with Mercury, the fledgling long-distance 
competitor owned by Cable and Wireless. 
What terms would Labour offer to the 
present shareholders? It has said it would 
-not let anybody make a speculative gain 
on the shares. That suggests compensa- 
_ tion at the 130p price at which they were 
_ issued. They still trade around 200p, even 
after their slide from a 278p peak— 
- produced, іп part, by Labour's threat of 
,renationalisation on such ungenerous 
; terms. 
^ But Labour would hardly want to pay 
“cash, at whatever level. This week, it 
revealed its alternatives, smacking of the 
_ instruments that France's Socialists intro- 
duced to raise cash for profit-making 
‘state-owned firms that they took over. 
"Labour would swap the shares for two 
«different instruments: a variable-rate 
bond paying interest related to money- 
^ market rates, and a more complicated 
certificate which would offer capital 
| growth, its market value supposedly be- 
ing linked to BT's asset value. 

Why—ideology apart—renationalise 











The word in Tokyo is that jobs as share 
analysts are available at $100,000 a year 
to any moderately intelligent Briton who 
can read Japanese. The Pacific basin has 
become a basin of big business. Its 
maturing economies increasingly expect 
serious businessmen to talk its lan- 
guages. Yet a study of the teaching of 
Oriental and African languages just 
completed by Sir Peter Parker, the for- 
mer chairman of British Rail, found no 
government policy, no contact between 
commerce and the universities on the 
matter, and по way of allocating money 
to universities to. take account of Brit- 
ain’s probable future need for linguists. 

The private sector acquitted itself bad- 
ly. Few big companies had language 
policies. Sir Peter, whose study was 
carried out for the University Grants 
Committee and was the first in 25 years, 
found they were “robust, confident, 
practical, short-term and short-sighted”. 
Mr John Constable, director-general of 
the British Institute of Management, 
admitted bleakly that he would not ex- 
pect industry to have a clear idea of its 
future language needs and that some- 
body else would have to decide and 
provide them. 

Nobody else is doing so. Nobody has 
any idea why or whether British universi- 
ties should educate: 1,200 graduates in 
French each year and only 120 in Japa- 
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Rum language, what? 


Ts privatisa- 
tion as “а disaster for the nation". The 
service is nothing to ring home about, but 
then when was it? It is true that local call 
charges and line rentals have increased. 
The other side of the coin is that long- 
distance tariffs have fallen by more than 
10%. BT used to subsidise loss-making 
local calls. with the profits from long- 
distance ones. With Mercury offering a 
competing service at a discount of more 
than 20%, that is no longer possible. 

BT has always seen its 1.5m small share- 
holders as a potential lobby for its inde- 
pendence. A Labour government could 
achieve all the policy changes it wanted at 
BT—including preserving. jobs—without 


























full-scale. renationalisation.. At most it: 


would need to buy enough shares in the 
open market to take its control from de 
facto to de jure. But—unless. BT were to 
risk losing a large chunk of its business— 
the government would still need to do 
something about the competition. Rena- 
tionalising Cable and Wireless does not 
seem to be on the cards (nearly all its 
business is done abroad and the govern- 
ment has sold its entire stake). A forced 
purchase of Mercury would be the likeli- 
est outcome. That would be illogical and 
harmful. The industry needs тоге com- 
petition, not less. 


nese and Chinese together. Universities 
provide the base of language-teaching 
skills in any country and in Britain the 
base for Oriental languages is shrinking. 
The most important centre, the School 
of Oriental and African Studies in Lon- 
don, has had its income cut by 37% and 
o Got AMA 
















lost 25% of its staff over the past five 
years. In many other universities the 
pattern is the same. 
The report has less to say. about how 
Britain's trade competitors are coping. 
But it finds that America has a vigorous 
federal programme to encourage the 
teaching of Russian, Oriental and Afri- 
can languages across the country 
Language Round Table to пи : 
effectiveness. Sir ie oe repor urges 

















scratch. 


Double or quits 


The London motorist knows. what to do 
with a parking ticket: forget. it. Some 
weeks later he will get a reminder, warn- 
ing him to pay up or else. His answer: 
forget that, too. Normally it works. More 
than 2m tickets, over 40% of the national 
total, are issued in the London area each 
year, and half of them--far more than 
elsewhere—never get paid. At £12 a go, 
1m tickets is a lot of money to go missing. 
But from October 1st, says the Home 
Office, all will change. 

From that date, law-breaking drivers 
face two novelties: 
€ Police officers will be able to hand out 
a new £24 ticket for offences such as 
speeding or jumping traffic lights, which 
at present can be punished only through 
prosecution. i 
ө Ticket penalties, £12 and £24 alike, will 
be increased by 50% if within 28 days the 
motorist neither pays up nor contests 
them by seeking a court hearing. Further, 
no prosecution will be needed to enforce 
such penalties: they will automatically be 
registered as fines recoverable through 
court machinery. 

The Home Office reckons that offend- 
ers, who today risk nothing by waiting 
until they get a reminder, will in future 
pay up promptly, for fear of the 5096 
increase. Certainly many drivers in the 
provinces will do so: they expect penalties 
to be enforced. The danger is that Lon- 
donders may go on tearing up reminders, 
and that the courts will have a huge job 
chasing them. 

Supposedly, computerisation will make 
the chase easier. It has been under way 
for years—the new rules implement part 
of a law dating from 1982. But the au 
thorities' best hope would be a well- 
publicised blitz on early non-payers that 
would frighten others out of ever putting 
the system to the test. 





Kosher butchers 
Chicken Warriors 


Question: when is a kosher chicken not a 
kosher chicken? Answer: when it comes 
from Bedfordshire. 

You would be forgiven for thinking 
that this is a Jewish joke. In a sense it is— 
for the orthodox Jewish community in 
London is deep in a rumpus which has 





provided the Jewish Chronicle with one of 


its best headlines: “Knives out as kosher 
meat row hots up". 

At stake isa system of certificates, used 

ommunities to make sure that 


One round too many 
Drinking habits in some parts of Britain have changed dramatically in the 


m ten years, but Britons are drinking three-quarters as much again as in 
early 1960s. Alcoholism is becoming a more serious problem 


Business lunches are now as likely to 
start with a round of tomato juice as of 
gin and tonics; the British no longer 
laugh. at the idea of paying money for 
bottled water; drinks parties more often 
serve wine than cocktails. But the annual 
consumption of alcohol has risen from 
5.2 litres of alcohol for every person of 
15 or over, at the beginning of the 
abstemious 1960s, to 9.2 litres in the 
tiddly 1980s. Beer is still by far the 
favourite British tipple, though it is in 
decline (see chart): it now accounts for 
only just over half of the alcohol con- 
sumed (56%, compared with 71% in 
1965 and 80% in 1950). Consumption of 
spirits is higher than it was in the 1960s, 
but has been falling since the late 1970s, 
and is now around 22%. Wine drinking 
has moved up sharply, but has still not 
overtaken spirits: it accounts for 19% of 
the alcohol consumed. 

People may drink more because drink 
is cheaper: governments have let the real 
price of whisky and wine (though not 
beer) drop markedly over the years. 
Tipplers have moved up-market with the 
growth in real personal incomes. Adver- 
tising, as with cigarettes, seems to affect 
spending on particular brands more than 
total consumption. Advertisers point to 
the example of France, where a ban on 
whisky advertising had no perceptible 
effect on imports of Scotch. 

People's drinking habits are affected 
strongly by their family and social back- 
grounds. Men whose fathers drank a lot 
seem themselves to drink most. Machis- 
mo still matters: a third of the population 
believes that a man is not up to much if 
he cannot hold his drink. The married 
drink least. The middle-aged (35- to 54- 
year-olds) single, divorced and separat- 
ed drink most—and are the people most 
likely to suffer from serious drink 
problems. 

Two groups of people are drinking 

more: 
(a) More women are drinking, especially 
since alcohol became available at super- 
markets. Typically, they drink at 
home—theirs or a friend’s—while men 
go out to the pub. The number of women 
who are heavy drinkers seems to be 
falling. While 21% of men describe 
themselves as heavy drinkers and 14% as 
moderate, only 5% of women say they 
fall into either category. But they are 
disproportionately likely to end up need- 
ing mental-health care because of their 
drinking. In 1971, four times as many 
теп as women were admitted to mental 
hospitals with alcohol-related problems: 
by 1983, the ratio was down to almost 
two-to-one. 


(b) The age at which young people start 
to drink is falling. Today's 18- to 25-year- 
olds typically began to drink alcohol at 
the age of 16, whereas the over-50s 
typically began when they were over 20. 
The young are more likely than their 
elders to get seriously drunk. In 1982, 
drunkenness offences among 18- to 21- 
year-olds were two and a half times 
higher than the average for all ages. 


How much is too much? 

Unlike smoking, which two-thirds of 

smokers and four-fifths of non-smokers 

now believe causes lung cancer, the 

dangers of drink are still infrequently 

recognised and too frequently denied. 
Just over half of the respondents in the 


UK alcohol consumption: Я 
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1982 General Household Survey thought 
alcohol was harmful only if people drank 
"too much". Defining moderation per- 
plexes the experts, too: when 70 of them 
were asked for a reasonable guideline for 
a safe upper limit for men, the replies 
ranged from 34-6} pints of beer a week to 
28-31 pints. 

The range of possible damage is grim: 
€ Road accidents: a third of drivers who 
die in accidents have blood-alcohol con- 
centrations over the legal limit (and 
more than a third of these, in turn, have 
levels well over twice the limit). 
€ Other accidents: a Boston study found 
that almost a quarter of the patients who 
came to hospital with injuries sustained 
at home, and 15% of those injured at 
work, had been drinking. 
€ Mental illness: in England the yearly 
admissions to mental hospitals and units 
with a main diagnosis of "alcohol mis- 
use" rose from 11,500 in 1973 to 17,200 
ten years later. 
€ Poor productivity: a 1981 study pub- 
lished by the Department of Health and 
Social Security reckoned that between 
8m and 14m days a year are lost at work 
through heavy drinking. 


€ Crime and violence: in 1983, about 
4576 of offences of wounding or assault 
were committed by people whom their, 
victims thought had been drinking; and 
football violence has dwindled after a 
season when it has been harder for fans 
to get a drink. 

The snag with trying to curb alcohol 
misuse is that, unlike smoking, you can- 
not just say: don't do it. Few people 
follow your advice. Anyway, there is no 
direct correlation between having a 
drink and suffering from alcoholism. But 
asthe general intake of drink rises, so do 
the problems. How to encourage “‘sensi- 
ble drinking"? The choice includes: 

(1) Education. A bad bet. Temperance 
education became part of the public- 
elementary-school curriculum in 1909. 
Its effects then were no greater than they 
would be now: a Scottish study found no 
relationship between what schools told 
children about alcohol and what those 
children drank when they grew up. 

(2) Laws. Plenty exist, but they are 
patchily enforced, especially those di- 
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rected at the young. A minor who buys à 
drink can be fined up to £200. A lícensee 
who sells to him can be fined no more 
than £50; he might lose his licence too, 
but seldom does. 

(3) Raising prices. They affect the young 
particularly: they have less money. The 
British Medical Association, the Royal 
College of Psychiatrists and the Central 
Policy Review Staff (in a report that was 
never published) all advocated linking 
duties on alcohol at least to the retail 
price index. 

(4) Changing pubs. Most heavy drinkers 
drink beer, and drink in pubs. Already 
pubs are selling more food (which mops 
up alcohol), and aiming for more women 
(who drink less). Both trends would be 
encouraged if pubs in England and 
Wales could, like pubs in Scotland, 
choose their own opening hours: 

(5) Social change. The best hope is that 
in a few years from now, heavy drinking 
will come to seem às anti-social and 
down-market as heavy smoking has al- 
ready become. Seaside postcards have 
stopped laughing at drunks in cars. The 
man propped against a lamp-post may 
not be.a joke for much longer. 
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Tales of two cities 


Fancy a weekend in Bradford? Probably 
not. Yet since 1980 that city's local 
council and entrepreneurs have been 
working to create reasons why you 
should. Now it and a dozen other Eng- 
lish cities, shepherded by the English 
Tourist Board, have got together to sell 
the notion that they have charms just 
like London, the Lake District or Strat- 
ford-on-A von. 

They hardly hope to win the holiday- 
maker for a week or fortnight. But for a 
day, or two, it can be done—and has to 
be: all 13 cities, from Newcastle-on-Tyne 
to the south coast, have seen traditional 
jobs disappear, and must find others. 

The secret is to market hard the tourist 
charms you have, and to create new ones. 
That may mean having the imagination to 
see existing resources in a new way. 

Take Bradford. Thirty years ago, it 


looked much as it did to Dickens writing 
"Hard Times": a bowl of smoke pierced 
by mill chimneys. Though the smoke has 
gone, most of the chimneys too and their 


jobs with them, it is still no beauty-spot. 
Instead, Bradford has turned its smoky 
past, and its slimmed but still vigorous 
textile industry, into an attraction. There 
is an industrial museum, and tours of 
buildings such as the wool exchange. 
Some working mills offer guided tours, 
and many have mill shops with their own 
cloth, and sometimes tailoring, at dis- 
count prices. 

These events are vigorously sold 
through tour operators. So are "theme" 
or “special interest" holidays: the Bron- 
tes—Haworth is only 12 miles away; 
television—''Emmerdale Farm", York- 
shire TV's series, is shot in a village just 
outside the city. Bradford's 60,000 
Asians are sold as part of a “flavours of 
Asia" tour, complete with instructions 
on how to wear a sari or cook a chapati, 
and visits to shops, temple or mosque. 

Down at Portsmouth, the solutions are 
different, but the problem is much the 
same. The city is part of the south coast's 
high-tech conurbation; it has captured 
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animals whose meat is sold as kosher have 
been slaughtered in the right way. Be- 
cause of a row in 1984, there are two 
different religious courts in London 
which do not recognise each other's cer- 
tificates: the London Board of Schechita 
(LBS) of the United Synagogue, and the 
smaller Federation of Synagogues' reli- 
gious court. Each has an exclusive deal 
with a single slaughterhouse. 

Kosher meat costs more than normal 
meat: the slaughterhouses must pay a 
supervisor who makes sure the rules are 
being followed, and the slaughterers 
themselves, who earn £11,000 a year for a 
16-hour week. When the slaughterers 
affiliated to the LBS scheme began a go- 
slow last month to force their bosses to 
pay them another £4,000 a year, four 
exasperated retailers and a well-known 
restaurant, Bloom's, pulled out and an- 
nounced that they were teaming up with 
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the Federation's outfit. In future, they 
would be buying their meat from its 
slaughterhouse in Bedfordshire. 

The LBS took a dim view of this. It put 
an advertisement in the Jewish Chronicle 
to warn housewives to trust only its own 
butchers. It arranged for rabbis to tell 
their congregations not to buy meat from 
the opposition. It told the Inner London 
Education Authority that, since its usual 
suppliers of meat for Jewish schools were 
now excommunicado, the authority 
would have to shop elsewhere. And— 
potentially most effective of all—it decid- 
ed to cut off the supply of chickens to the 
offending five, by instructing its poultry 
licensee (also a monopolist) not to deliver 
wholesale chickens to them. 

Which was perhaps unwise, for the LBS 
had met its match in the poulterer, Mr 
Izzy Grossman of Lewis & Co. He got an 
injunction from the High Court which 


virtually all the ferry trade from South- 
ampton; but it still has unemployment 
well above the southern average. Jobs 
have vanished since the rundown of the 
Royal Navy dockyard was announced 
five years ago. There are still miles of 
seashore, but they are miles of cold 
English pebbles, not Mediterranean sun 
and sand. 

Portsmouth, unlike Bradford, has no 
problem finding a theme: the sea, and 
the city's naval past. But there are limits 
to the number of visitors who can crowd 
through the navy's most famous ship, the 
Victory, or past its oldest one, the Mary 
Rose. Watch the queues on a fine sum- 
mer Sunday. How much else is there for 
those who don't want to wait? 

The answer is quite a lot, with more to 
come. Gosport, across the harbour 
mouth, has opened a submarine muse- 
um. Portsmouth itself has built a remark- 
able D-day museum next to Henry Vill's 
Southsea castle. Next year the two his- 
toric ships will be joined by HMS Warrior, 
the navy's first ironclad battleship, 
whose 125-year-old hulk has been entire- 
ly refitted after years of ignominy as a 
pontoon at Pembroke. On the non-war- 
like side, there is a new aquarium, a 
marina about to open and another much 
grander one planned, work starting soon 
on a leisure and conference centre due to 
open by 1988, and special-interest breaks 
ranging from bowls to bird-watching on 
the marshes at the north of the harbour. 

For Bradford, Portsmouth and the 
other 11 cities, the main market for their 
tourist attractions is the domestic one. 
But they and the operator for their new 
joint-marketing venture—National Holi- 
days, a recently privatised ex-subsidiary 
of National Bus—will be eager to win 
foreigners too. Most package tourists 
will always head for London first; but, 
for trips outside it, they may be persuad- 
ed to look beyond Windsor and Strat- 
ford. Even to Bradford, why not? 





restored his right to deal with the five. 
When the LBS persuaded the High Court 
otherwise, he decided last Tuesday that 
he, too, would go over to the rival camp 
and become a Federation licensee. 

The five who broke away complained 
of inflated prices, intermittent delivery 
and low-quality supplies. They promised 
better meat to their customers at a retail 
price below that at which they had previ- 
ously bought it wholesale. As soon as 
they left, the remaining LBS butchers 
announced that their prices would fall 
immediately, because demand had 
dropped, and predicted that those of the 
opposition would increase. 

The row may have one good conse- 
quence. The Chief Rabbi has convened a 
meeting on September 15th, which may 
end the 1984 split, and restore a single 
dietary authority. Harmony may yet re- 
turn to the kosher meat market. 
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‘The Groupis pis ыле 
strong business erowth" 
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у Six months Results 1986 1985 Change 
Pre-tax profit £539m £438m +23% 





Earnings per share 21.84р 16.37р +33% 


Interim Dividend 5.50p 475p +16% 
£1—$1.488 at 22.8.86 ($1.446 at 31.12.85). 





| @ Earnings per share ир 33 percent gg Ongoing retail businesses show 


to 21.84p. Pre-tax profit for six healthy growth in sales and 
months rose 23 per cent to £539 profits, as US disposals near 
million. | completion. 


ШШ interim dividend increased by 16 
per cent to 5.50p (last year 4.75p). gg Strong growthin financial services 
| : with higher premiums and much 
Ш Profits from paper rose 35 per cent better investment return. 
to £111 million. 





@ Tobacco volume increased although 


B Prospects for full year attractively 
profit reduced. «а ahead of 1985. | 


"ihe full interim report is being noted ic s EE C: to shareholders and copies are available from 
_ the Company Secretary, BAT Industries p.l.c., Windsor House, 50 Victoria Street, London SW1H ONL. 
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Public Limited Company 








_ In announcing a 10% increase in the interim dividend of 
A 6.4p per ordinary share, Sir Austin Pearce, Chairman, said: 


"We have a record order book | 
(£8,287m)... exciting new products 
... and a strong financial base" 


*...We have taken further steps to rationalise the 
Company, to strengthen management, and to improve 
efficiency and our profitability in what continues to be a 
strongly competitive business? 





Extract from interim results (unaudited) 
for 6 months to 30th June 1986 


-tst half Isthalf |. Full year 


1986 ^. 1985 1985 

(£m (Ет) (£m) 
Turnover 1443 1,308 2,648 
Trading Profit. | 96 97* 211* 
Profit before Taxation .. 80 68 150 
Profit after Taxation 57** 62 127 
Earnings per Share . 226p 297p 564p — 


Mes usted for comparative purposes. 
Before extraordinary charge of £44m relating to the announced closure of - 
manuf at the Weybridge site. | 








. Copies of the full statement will be sent to all shareholders. 

- Further copies are available from: S 
The Secretary, h Aerospace Publi Limited Company, us 

11 Strand, Londo 2NSIT. .— : 





BUSINESS THIS WEEK 


The French government launched its 
privatisation programme: Paribas, 
an investment bank, Saint Gobain, a 
glass and engineering group, and  : 
Assurances Générale de France will 
be the first denationalised. | 


Thomas Wyman resigned as chief 
executive of cas. Larry Tisch, 
brought in to defend the company 
from.a hostile bid by Ted Turner, 
took over as acting chief executive. 


The МЕ re-worked its sums for 
economic growth in the industrial 
world for 1986 (down to 2.8% from 
3%) and 1987 (now a forecast 3% 
instead of 3.2%). 





Oil consumption in industrial 
countries rose 4.596 in the second 


. quarter of this year. But the market is 


| still glutted and crude oil prices in 


After the customary all-night session, 


the ЕЕС 12 reached agreement on a 
draft $37 billion budget for 1987. 


General Motors is closing down its 
medium- and heavy-truck making 
operations in Britain and dropping a 
gear at its van plant. Jobs lost: 
1,450. But Japan's Nissan is driving 
ahead with the second phase of its 
car-assembly plant on Tyneside. 
Jobs created: 2,230. 


Atlanta-based Delta Air Lines is 
paying $860m for troubled Western 
Airlines. No hassle is expected from 
the transport department. 


The Indian government is suing 
Union Carbide in Bhopal over the 
lethal gas leak in 1984, which killed 
2,000 people. 


-London dipped below $15 a barrel. 


Norway says it will cut oil exports by 
1096 in November and December 
this year. 


America's General Electric plans to 
raise $1 billion-2 billion by selling bits 
and pieces of RCA, which it bought 
last year, and other businesses. 
Bertelsmann, a West German 
publishing group which already owns 
25% of RCA Records, is buying the 
rest for about $300m. 





Chase Manhattan Bank may have 
torpedoed attempts to salvage the 
debt-ridden Wah Kwong Shipping 
group of Hongkong, The bank, owed 
about $30m, arrested one of the 
group’s ships in New Orleans. 


Shenyang Explosion-Proof 
Apparatus Factory, an instruments 
factory in China, became the first 
company formally to declare 
bankruptcy in China since the 
Communist revolution. 


An accountancy firm, Arthur 
Andersen, lost its appeal in the 
American courts against a $17m 
judgment over its auditing of 
Drysdale Securities, a government- 
securities dealer which went bust in 
1982 with losses of over $180m. 


Allied-Lyons, a British food and 
drinks group, is buying 51% of the 


` Hiram Walker liquor business from 


the Reichmann family's Gulf Canada 


„for around $600m. Allied hopes it is 


now too big for Australia's Elders IXL, 
whose bid for the group was cleared 
by the monopolies commission. 


Industry's pre-tax profits in Japan fell 
by 496 in April-June this year, the 
third consecutive quarterly slide. 
Main reason: a soaring yen. The 
growth in capital spending by big 
corporations, in the year to end- 
March 1987, is forecast to slow to 
5.6% (7.6% last year). 


A bizarre buy in London's Big Bang 
bazaar: American Can says it has a 
4.9% stake (worth $40m) in Britain's 
biggest merchant bank, Kleinwort 
Benson, and may increase its holding. 


Shareholders of Guinness, the 
British drinks group, approved the ; 
controversial new board structure put -| 
together after the company acquired 
Distillers. 


Economic and financial indicators 
are on pages 107-108. 











Corporate scorecard . 
„ми % change % change 
` on oncomp 
Company Period $m* period** $m' period" Comment 
Brambles industries Y Jun 30 45 +54 740 +70 Higher overseas айй, especially їп Europe, put profits of the: 
: Australian transport group into overdrive. 

British Aerospace H Jun 30 118+ +18 2,120 +10 British government сопігасіз for military. aircraft and guided. 

| weapons provided most of the increase in profits. 

British Telecom Q Jun 30 757+ +12 3,390 +12 . Higher charges wil mean bumper profits this year for Britain's: 
quasi-monopoly telephone service and its army of small 
shareholders. 

Heineken H Jun 30 46 +1 1,310 +5 Despite a thirsty. warm snap earlier arlier this year, rationalisation costs 
are cutting into the Dutch brewer's profits. 

Н. J. Heinz Q Jul 30 86 +5 1,080 43 Profits of the American food group, boosted by currency gains, 

MN. look set for a record this year. 

Marui H Jut 30 50 +28 1,100 +15 Revamping 11 stores and opening two new ones gave a lift to 
Japan's department-store group. 1 

Pearson HJun 30 65t +6 670 *1 Mixed fortunes for the British conglomerate: profits in its invest- 


; А ment banking and information divisions up; profits in oil down. 
Y = Year ended, Н = Half-year ended. as Quärter ended. () = Loss, "Converted at average exchange rates. “Based on local currency figures. t = Pre-tax profit. 























Peugeot S.A. 
International offering 
of 


1,775,000 Shares of FF 70 each 


on behalf of 


Chrysler Motors Corporation 


1,375,000 Shares of FF 70 each 








S. C. Warburg & Co. Ltd. 


|| Daiwa Europe Deutsche Bank Aktiengesellschaft Swiss Bank Corporation International. 
DET T deg DAR 


Credit Suisse First Boston Limited Union Bank of Switzerland (Securities) Limited 
. Banque Paribas Capital Markets Limited Crédit Lyonnais 
| Banca Commerciale Italiana Creditanstalt-Bankverein 
|| DBS Bank McLeod Young Weir International Limited ui | 
- Soditic (Jersey) Limited S.G. Warburg Potter Partners Limited Wood Gundy Inc. — | 





2,000,000 American Depositary Shares 
representing 400,000 Shares of FF 70 each 


S. G. Warburg Securities 






The First Boston Corporation - 

Merrill Lynch Capital Markets _ 

— Morgan Stanley & Co. 
; Incorporated сос 

Salomon Brothers Inc 
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WORLD BUSINESS 





Rewriting GATT's rules for a 
game that has changed 


The trade talks that begin in Uruguay on September 15th could last a 
decade. They will determine whether international trade is "managed" 
by national governments into the next century, or whether the old and 
still sound principle of comparative advantage is rediscovered 


. The eighth round of talks on the General 
Agreement on Tariffs and Trade (GATT) 
is the most complicated trade round yet. 
The politicians from GATT's 92 member 
nations, who meet at the seaside resort of 
Punta del Este in Uruguay next week, 
know that the world is drifting away from 
the assumption of free-trading virtue 
upon which the GATT is based. Are they 
there to tinker with a set of rules whose 
time has gone? Or can they use this round 
to widen and strengthen GATT's articles 
and so re-establish the faith? 

The main problem for GATT is that it 
has been undermined in recent years by a 
shift in the basic technique of protection- 
ism. The emphasis has moved on from 
tariffs, from which GATT draws its name, 
to subsidies and to market-sharing agree- 
ments. Market-sharing goes against one 
of GATT's main tenets by ushering in 
selective protectionism. It permits the 
victims of protectionism to be singled out 
in flat contradiction of the GATT principle 
of non-discriminatory behaviour: ie, that 
a tariff against one country must be a 
tariff against all. 

Market-sharing deals (including so- 
called voluntary export restraint agree- 
ments—VERs) were not dealt with prop- 
erly during the six years of the preceding 
round of GATT talks—the Tokyo round. 
So nations which made concessions to 
freer trade in the Tokyo round could 
offset them by negotiating a VER, or its 
equivalent, to keep their protesting in- 
dustries happy. The semiconductor 
agreement negotiated with Japan to pro- 
tect American chip makers is a recent 
example. Such arrangements invariably 
mean higher prices for the unfortunate 
consumer. Market-sharing agreements 
today affect around 43% of America’s 
imports, and over half of France's. 

The task at Punta del Este is only to set 
the agenda for the next round of talks. 
The real struggle begins when negotia- 
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tions get going in Geneva. The Uruguay 
declaration on the aims of the next round 
will probably be close to a draft—the so- 
called *'café-au-lait" proposals—present- 
ed by Switzerland and Colombia and 
supported by 41 countries. 

This draft seeks to extend GATT's au- 
thority to include agriculture and trade in 
services, an ambition that could by itself 
cause the talks to founder. But it does not 


contain what many economists would like 
to see—a thorough reassessment of the 
way GATT works so as to strengthen its 
influence on the world trading system and 
to permit it to control the growth of 
market-sharing arrangements, rather 
than let them spawn in haphazard fash- 
ion. To do this, GATT will need a strong 
set of inter-linked codes with powers to 
enforce them—through national courts if 
need be. 


YT. 


“ OKAY, GUYS, NOW LETS GOOVER THE RULES ONE MORE TIME..." 


In a managed trade system, trade pat- 
terns are determined by political clout 
rather than by comparative advantage, 
because the terms of market-sharing 
agreements are more easily influenced by 
such powerful countries as America and 
Japan than they are by small but competi- 
tive trading nations. Newcomers find it 


hard to break into new markets. As such А 


а system proliferates, it curbs world eco- 
nomic growth. 

This is a grim prospect. Yet there is à 
chasm between what should happen at 


Punta del Este, and the Geneva talks - 


beyond, and what will probably happen. 
It is not yet even clear that the main - 
trading nations want to avoid managed 
trade. The Uruguay agenda will include 
the following issues that will test the 
world's collective will to resist its emer- 
gence. Ideally, each requires a bold new 
approach, but the answer to each of them 
in Geneva will probably be a fudge. 





The safeguards question is the most 
crucial. Safeguards are the measures per- 
mitted by GATT for the protection of - 
domestic markets against “unfair” trade. 
They are supposed to help a country 
avoid undue economic hardship, and to 
allow it to shield itself against subsidised 
and dumped imports. They also permit 
protection on an emergency basis, under 
Article 19. This says (roughly) that if 
imports suddenly flood into a country in 


59 





such volumes that a domestic industry is 
amaged, that industry may be protected. 
The idea is to create a breathing space for 
adjustment of industry in the threatened 
Guntry. 

At the very least this GATT-approved 
oute to protectionism needs to be more 
losely controlled. If it cannot be policed, 
here is an argument for scrapping it 
ltogether. Article 19 is almost always 
bused, because "temporary" protection 
arely, in. practice, encourages adjust- 
ent. Look at the Multifibre Arrange- 
ent (MFA). It contradicts GATT princi- 
les, but was set up by GATT members. It 
protects the textile industries of industrial 
'untries against cheap third-world im- 
ports. It is discriminatory and as time 
goes by it has become more restrictive, 
ot less. 

But instead of tightening up on safe- 


























































Ready for round eight 










Annual % growth 
[5] in world exports 
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wards, the eighth round will be under 
ressure to make them more flexible. The 
EC wants the central GATT principle of 
on-discrimination (ie, countries cannot 
Бе singled out as targets for protective 
measures) abandoned on safeguards. Se- 
lective safeguards, its negotiators say, 
should be sanctioned by GATT. That 
would mean GATT smiling on the nasty 
market-sharing deals which are now so 
much in favour. 


: Too few teeth | 
Mr Martin Wolf of the Trade Policy 
Research Centre іп London gives three 
easons why such official blessing of mar- 
ket-sharing deals would damage the 
world trading system. Such selective pro- 
'tectionism increases the politicisation of 
trade. It allows a protectionist country to 
‘Side-step a big deterrent to breaking 
ranks on multilateral trade—the prospect 
that the United States or the EEC will 
etaliate. If discrimination were accepted 
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1960 = 100 
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as legitimate behaviour, it would be im- 


possible for GATT to enforce common - 


rules to restrict. the 
protectionism. 

The United States is keen to see the 
strengthening of dispute settlement at 
GATT. The disputes panel, which handles 
the enforcement of the agreement, has no 
teeth. Any member state may ask for a 
panel report on an alleged breach of rules 
by another member, but putting the pan- 
el's recommendations into effect depends 
on the willingness of the countries in- 
volved to implement them. It is not a 
court of justice. 

The panel has worked well in 50 cases 
out of 52, but the remaining two cases 
have made it hard for the American 
administration to argue that the GATT is 
efficiently enforcing a trading system 
which is fair to the United States—the 
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usual argument advanced by American 
administrations against congressional and 
industrial protectionists. The EEC twice 
side-stepped recommendations made by 
the disputes panel on agricultural trade 
with America (on citrus and soyabeans). 
Congressmen were cross, saying that 
GATT was useless if it could be ignored at 
will by as. large a trading block as the 
European common market. 

Some countries think that the disputes 
panel performs well when allowance is 
made for the hazy rules it is asked to 
interpret. Much trade in agriculture is 
beyond GATT’s reach. GATT rules are 
opaque on such questions as the legal 
status of the Lomé Convention, which 
regulates trade between the European 
common market and many African and 
Caribbean countries, and the status of the 
variable levies which are used to finance 
the -EEC’s. common agricultural: policy 
(САР). Make. the rules clear, зау the 


defenders of the disputes panel, and the 








: panel will be more effective. 


-They are probably only. Һај. tight 


-Good rules help, but a panel without 


power of enforcement will always be 
weak in those areas where trade conflict is 
greatest —and agriculture is undoubtedly’ 
one of them. 

Most of the world wants GATT rules on 
agriculture tightened, because subsidies 
have become so costly and damaging.. 
Farm surpluses are huge and growing. 
America’s grain mountain, for instance, 
could exceed 200m tonnes within а year. 
Australia, Canada and Argentina are 
among the main sufferers. Their farm 
exports are depressed by sales of surplus 
crops at giveaway prices in their big 
markets. Australia wants GATT members 
to commit themselves in Uruguay to 
dismantle export subsidies in agriculture 
within a set time, but finds its negotiating 
muscle weakened by its own protection- 
ism on trade in manufactured goods. 

The EEC can be relied upon to resist the 
Australian initiative. It says that support 
for agriculture comes in all sorts of guises, 
and to make export subsidies: the. main 
issue would discriminate against the Eu- 
ropean Community which happens to 
favour that approach. Agriculture, ac- 
cording to the EEC, is a special subject 
which should be tackled separately from 
other talks on subsidies. 

Most countries disagree. First, because 
the separation of agriculture would pro- 
vide Europe with a good excuse for 
sending the CAP theologians from Brus- 
sels to Geneva to negotiate. They would 
have no interest in seeing agriculture as 
part of а larger negotiation. Second, 
because GATT talks are all about trading 
concessions. Surrender of agricultural 
subsidy is not possible unless plenty of 
bargaining chips are on the table. So it 
does not make sense to keep the scope of 


talks too narrow. France wants to trade 


off agriculture against agriculture. Aus- 
tralia and New Zealand simply could not 
match any EEC concessions on that basis. 

Farming lobbies in Europe and Ameri- 
ca could wreck the Geneva agriculture 
talks. The sincerity of the EEC in wanting 
liberalisation is doubted by all, while the 
Reagan administration is under intense 
pressure from America's suffering farm- 
ers. The best that can be expected from 
Geneva is some curbs on the more outra- 
geous forms of farm subsidy and other 
forms of agricultural protectionism. 

Anything more would require exorcis- 
ing the notion that farming should not be 
subject to market forces. That would 
require the EEC to recant its beliefs and 
America to ditch its farm lobby. 

The challenge at Geneva will be to 
come up with some arrangement which 
does. not contradict GATT principles but 
which the EEC can live with. One possible 
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Entertainment 










&millions (unaudited) 


‘Turnover 
Profit before interest 


Profit before taxation 


Profit after taxation and minority interests 


Earnings per ordinary share 


The results for the year 1985 are an abridged version of the full accounts which received an 
unqualified report by the auditors and have been filed with the Registrar of Companies. 


Statement by the Chairman, Lord Blakenham 


The Group's pre-tax profits for the first half of 1986 were 
up on last year, increasing from £41.7 million to £44.1 million and 
earnings per share improved from 11.0p to 12.4p, an increase of 
13регсепі. These gains were achieved despite the weakening of 
the dollar against sterling which affected the figures adversely since 
a significant part of the Group's profits arises in North America. 

Two sectors, investment banking and information and 

, entertainment, produced excellent results with the main 
improvement in the latter coming from the Financial Times. 
The lower contribution from the oil and oil services sector 
was ae to the effect of lower oil prices but Camco's was d 
nonetheless an outstanding performance as many comparable 
US companies made losses during this period. Profits of the 
fine china sector remained about the same as last year, not 
helped by the strength of sterling and the smaller number 
of American tourists. . 


In May we raised US$75 million through a convertible 
eurobond issue. Pearson has also started to use the US 
commercial paper market, following the award of high credit 
ratings, as a means of raising short term finance on attractive 
terms. On the home front the most important news was the 
announcement ofa $55 million two year development 
plan by the Financial Times to strengthen its competitive 
position by setting up a new printing and publishing 

plant. We have sold a number of engineering busin- 
esses and provincial newspapers: the lower oil price 











PEARSON: 


Group Results for the half year to 30 June 1986 





A copy of the full announcement, which has been sent to all shareholders, is available from the 
Secretary Pearson ріс, Millbank Tower, London SWIP 407. ‘Telephone: 01-828 9020. | 
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1986 1985 1985 
Half year Halfyear Full year 


4550 450.5 970.1 


50.6 49.0 124.6 


44.1 41.7 109.3 


243 20.7 


11.0p 


57.6 


12.4р 30.0p 


provided an attractive opportunity to increase our oil holdings in 


the North Sea and the United States. 

Mr John Hale retired as managing director on 1 September ` 
and we are grateful for the major contribution he has made in 
focussing the Group and strengthening our structure and organ- 


isation. | am continuing as chief executive and Mr Frank Barlow, 
who is the chief executive of the Financial Times and of Westminster 
Press, and Mr Mark Burrell, who is a managing diretor of Lazard 
Brothers and has been à non-executive director since 1977, have 
both become executive directors of Pearson. They have joined 
myself, James Joll, group finance director, and David Veit, who is 
in е of our US business, in forming a new executive team. 
We continue the strategy of concentrating our activities on 
businesses where we see long-term competitive advantage. 
Your directors have declared an interim dividend of 5.0p 
per ordinary share (4.25p in 1985) which will be paid on 
5 November 1986 to shareholders on the register on 3 October ; 
1986. This reflects our policy of paying an interim equal to 
half the dividend of the previous year. 


САА SL 


9 September 1986 
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WORLD BUSINESS 


Who wants what this time round 


America is the demandeur of new trade 
talks for the world. President Reagan, 
despite approving new deals to export 
subsidised grain and sugar, still sees 
America's interest lying in freer trade, 
and wants a stronger GATT to open up 
world markets for American goods and 
services, His trade negotiators find it 
useful to present Congress (with some 
truth) as a fearsomely protectionist force 
in order to win concessions for freer 
trade from other countries. 

Congressmen delight in drawing atten- 
tion to protection abroad—Europe's 
farm subsidies or its market-sharing 
deals. Such actions, they say, justify 
retaliation. The EEC flouts rulings by 
GATT panels; most new forms of protec- 
tionism escape GATT rules altogether. 

In part to counter protectionists in 
Congress, the Reagan administration is 
seeking a stronger GATT with power to 
set the rules for newer types of trade 
(services), and to counter newer forms of 
protectionism  (market-sharing agree- 
ments). If this initiative succeeds it may 
prove possible to convince protectionist 
waverers in Congress that GATT can be 
relied upon to make world trade fairer 
and freer. In the short term, the big 
danger for GATT is that the Reagan 
administration will give up its crusade 
and give way to domestic protectionist 
pressures, before the talks in Geneva 
really get going. 

The main EEC motive for supporting 
the GATT talks is to please America. It is 
afraid of having to deal with a protec- 
tionist United States should this trade 
round fail. Europeans (wrongly) tend to 
see little immediate benefit to them- 
selves in becoming embroiled in a new 
round. High unemployment and five 


approach is a transitional arrangement 
that progressively reduces subsidies for 
farm products but allows them to be 
replaced with income subsidies paid to 
farmers. Such a “temporary” arrange- 
ment would run the obvious risk of be- 
coming a permanent part of the trade 
landscape, like the Multifibre Arrange- 
ment. But it would have the advantage of 
making farm support more visible to the 
European public because it would take 
the form of government spending, rather 
than artificially raised food prices. 


Tourism for textiles 

Bringing trade in services under the GATT 
umbrella is almost as controversial an 
idea as the inclusion of agriculture, so the 
issue will probably appear on the Uru- 
guay agenda in the haziest of forms. Total 
opposition from a group of developing 
countries led by Brazil and India would 
mean that the agenda might have to be 
established by majority vote in Uru- 
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years of slow growth mean that Europe 
is keen to cling to managed trade agree- 
ments, which restrict competitive im- 
ports. GATT will try to outlaw voluntary 
restraint agreements (VERs) while Eu- 
rope will want them legitimised. 

Europe will not easily give ground in 
farming. Australia and others want GATT 
members to agree to the abolition of 
export subsidies on farm products within 
a specified time. The EEC will fight this. 

Japan supports America's call for a 
trade round; more precisely, its foreign 
ministry does. It makes sense for Japan 
to favour freer trade on a GATT multilat- 
eral basis because it is too often at the 
wrong end of bilateral pacts that restrict 
sales of this or that (most recently semi- 
conductors) into certain markets. Yet its 
Ministry for International Trade and 


guay—a heretical development for GATT 
notables, who like to see consensus on all 
GATT decisions. 

The question of services has already 
split the developing world into two 
groups. Much of the industrial world is 
behind America in feeling, with varying 
degrees of strength, that services (trade in 
banking, insurance, travel, etc) should be 
brought into the agreement. In America 
almost three-quarters of jobs outside 
farming and the armed forces are in 
services. The EEC, America and Japan 
still dominate the service industries 
worldwide, but their share of world ex- 
ports of services has fallen to 74% in 1984 
from 81% ten years earlier. America 
reckons that services will be its main 
provider of economic growth and the 
main provider of jobs for workers idled 
by the decline of older industries. 

The India-Brazil group says that so 
long as the industrial world is unwilling to 
budge on protecting its farming and tex- 


Industry has favoured vERs, and that 
might cause some confusion in Geneva. 
Like the European Community, Japan 
sees GATT as a fairly good institutional 
way of handling America, and fears 
American protectionism. 

The developing countries are split. 
This is something new. Up until a few 
years ago, they tried to pursue a com- 
mon line within GATT, which worried 
other members who felt a north-south 
divide politicised the organisation, and 
held up business. Members want to 
avoid political divides within GATT be- 
cause they do not want to see it ham- 
strung like some United Nations specia- 
lised agencies. 

Some developing countries, led by 
India and Brazil, take the traditional 
third-world line. This means leaving nov- 
elties, such as services, off the agenda, 
and demanding discussions on the im- 
provement of world commodity mar- 
kets, including the bringing into opera- 
tion of UNCTAD's plan for a common 
fund to finance the stabilisation of com- 
modity prices. They also optimistically 
demand reform of the international fi- 
nancial and monetary system. 

A second group of developing coun- 
tries, 20 strong and including the ASEAN 
group, have joined forces to support the 
United States. For the most part, they 
are not particularly keen to have services 
discussed, but they are prepared to go 
along with a fuzzy outcome in that sector 
if it means a little more free trade for a 
little longer. Both groups of developing 
countries reassert the principle that they 
should not have to make concessions 
which are inconsistent with their devel- 
opment, financial and trade needs. 
GATT's director-general, Mr Arthur 
Dunkel, will have his work cut out trying 
to get all these discordant voices to sing 
free-trade's praises. 





tile industries, developing countries have 
no interest in opening up markets to 
American services. If comparative advan- 
tage cannot operate in the sectors where 
we possess it, they say, why should we let 
it function where we do not? 

If the hardliners stand fast on services, 
the prospects for the next round will look 
shaky. America has hinted that if it sees 
GATT becoming paralysed by north-south 
confrontation, it could abandon this 
round and look for ways of encouraging 
trade liberalisation with “like-minded” 
countries. 

There are several fringe issues which 
America would like to see on the agenda, 
which would provide fertile ground for 
rows with the third world. Most promi- 
nent are intellectual property rights, 
which involves the protection of copy- 
right and patents, and industrial counter- 
feiting. America would like GATT to crack 
down on both. Countries such as Thai- 
land and South Korea, where copying 
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Playing host to an international gather- 
ing the size of the GATT ministerial meet- 
ing—with its 1,500 delegates and bag 
carriers and 500 eavesdropping journal- 
ists from around ће world-—has proved 
no easy task for the Uruguayans. They 
have had only five months to fur- 
bish the conference centre, Punta 
del Este—chosen by GATT mem- 
bers in preference to Montreal 
and Brussels on the grounds that a 
developing country would be a 
politically wise choice for the 
launch of a new round of world 
trade talks. 

The fashionable seaside resort, 
billed as South America's Cannes, 
sits framed by pine woods at the 
tip of the peninsula separating the 
Atlantic from the mouth of the 
River Plate. A splendid locition 
for the 100,000 holidaymakers 
who descend each summer to bask 
on its 40 kilometres of sandy 
beaches. Not so splendid for trav- 
el-weary delegates who, after 
many hours flying, face a 150- 
kilometre coach drive from. the 
airport at Montevideo. 

eats on the limited number of aero- 
planes to Montevideo have become 
scarce. The principal carrier, Varig, the 
Brazilian airline, has been. solidly 
booked for weeks. Bed space is plentiful. 
The high season at Punta del Este runs 
from December to March. In Septem- 












foreign designs is big business, do not 
want to see their style cramped. 

But it would be wrong to see the next 
GATT round only as a minefield of nation- 
al interests and issues such as these. The 
round poses one big question—are gov- 
ernments still prepared to commit them- 
selves to freeish, multilateral trade, and 
to an international agreement which en- 
forces it? 


Nissan 
ELLER RIEL EEE TOTES ERN) 


Bluebirds over the 
problems at Rover 


Coughing and spluttering at home, Ja- 
pan's number two carmaker has cranked 
up its efforts to protect its most lucrative 
foreign market outside America—ie, the 
$400m-or-so Nissan gets from selling 
100,000 cars a year to import-loving Brit- 
ons. With 5.7% of a market that is 
heading for a record 1.85m_ units. this 
year, Britain is the only significant area 
where Nissan outsells its arch-rival, 
Toyota. But with the yen having risen 
over 30% against sterling in the past year, 








The charms of Punta del Este 
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the company was advancing plans to turn 





Бег, beds usually go begging, but that 
has not stopped prices for the GATT 
delegates—payment in dollars, please— 
being given a sharp upward kick. 
Meeting places present more prob- 
lems than beds. For the conference 
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opening on the afternoon of Monday 
September 15th, to be addressed by 
Uruguay’s President Sanguinetti, 1,000 
people will cram into the town’s princi- 
pal casino, where the plenary sessions 
are to be held. Extra doors had to be 
hurriedly installed when it was noticed 
that the casino had only one exit. The 
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Nissan has had little choice but to bring 
forward its plans to start building cars in 
Britain in earnest. 

On September 8th, two years ahead of 
schedule and before getting properly into 
gear, Nissan's top brass announced that 





main press briefing room is ап experi- 


EXIT 


mental theatre. The БЕС delegation, © 
which with interpreters and other sup- 
port staff will number about 200, has 
taken over the country club, the focal” 
point of Punta del Este social life, where ^ 
this year's round-the-world yachtsmen 
were entertained. 

The Uruguayans have installed a bat- . 
tery of modern telecommunica- 
tions equipment in meeting places. 
and ‘hotels. But the 100-strong — 
American contingent, leaving . 
nothing to chance, is bringing its: 
own mobile communications cen- - 
tre; which will beam messages by 
satellite to Washington from а 
ship moored offshore. E 

How will delegates spend their 
moments of relaxation, at an off- 
season resort where the weather, 
if not chilly, could fairly be de- - 
scribed as bracing? A similarly” 
unseasonable meeting two years 
ago of the Inter-American Devel- 
opment Bank found most of the- 
town closed. The Uruguayans say - 
this time the resort will open the 
doors of its chic shops, restau- 
rants, nightclubs and other places. 
of interest for its international 
visitors. They have every incentive to do 
so. South America lacks facilities for 
handling big international meetings, and 
Punta del Este has ambitions to become ` 
its paramount conference centre. The - 
organisers have told the government that | 
the GATT meeting alone should net Uru- < 
guay a profit of $2m-4m. 




























its £50m ($75m) assembly plant at Wash: 
ington in the north-east of England— 
where 470 hand-picked workers are about 
to start bolting together 24,000 cars à 
year—into a fully-fledged car factory | 
costing close on £400m, employing 2,700 
people and capable of stamping out up- 
wards of 100,000 bodies and engines а 
year by 1991. The British government is 
providing £100m in subsidies. : 
The Washington plant will represent 
the biggest Japanese investment in Eu 
rope to date—music to the ears of 
Conservative government that is unwill- 
ing to throw more money at state-owned 
Rover (formerly British Leyland), yet 
scared of the political consequences 
trying to marry off its costly problem chil 
to a wealthy foreigner such as Ford or 
General Motors. In blackening the eye of 
a daruma good-luck icon during Mo 
day's opening ceremony at the new plan 
Mrs Thatcher relished the сһапсе 
prove that carmaking was far from dead 
in Britain. 
Nissan first announced its intention to 
build cars in Britain in January .198 
when the exchange rate stood at Y490 to 
the pound. The aim at the time was to 
invest £200m (then worth. $475m) in à | 
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plant employing 5,000 people and manu- 
facturing 200,000 cars a year. It took the 
Japanese carmaker three years to sign an 
agreement with the British government. 
But despite a pound that by 1984 had 
fallen by nearly a third, Nissan was then 
no longer in a position to splash cash 
around. With its market share slipping at 
home and problems stacking up abroad, 
the company was forced to scale its plans 
for an integrated manufacturing centre in 
Britain back to a token assembly plant. 

In announcing plans to start work im- 
mediately on turning Washington into a 
full manufacturing plant, Nissan's presi- 
dent, Mr Yukawa Kume, praised the 
swift completion of the factory, the dedi- 
cation of the British workforce and the 
readiness of local suppliers to match Japa- 
nese quality at competitive prices. What 
he did not say was that, at Y230 to the 
pound, shipping body panels, engines, 
transmissions and fully-built cars all the 
way from Japan has ceased to be a 
profitable business. Even Toyota, with its 
bigger volumes and tighter cost controls, 
has found it hard to squeeze a profit out 
of exporting cars from Japan at exchange 
rates much below Y180 to the dollar (ie, 
Y270 to the pound). 

As part of its phase-two development 
at Washington, Nissan will build.a press 
shop to stamp out body parts as well as a 
plant for machining and assembling en- 
gines. It is also determined to substitute 
as many European components for Japa- 
nese parts as possible. Some 45 Commu- 
nity suppliers will have been signed up to 
supply components for the range of Blue- 
bird cars Nissan will be assembling in 
Britain by early next year. By then, local 
content should be pushing 40%. 

That will still be nowhere near enough 
to allow Washington's cars to be classed 
as British-made. As far as other Europe- 
an common market countries are con- 
cerned, Bluebirds from Britain might as 
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well have winged it all the way from 
Japan. Hence a new agreement with the 
British government under which Nissan 
has promised to have at least 60% local 
content in its Washington-made cars 


Foreign cars in Japan 


(thus qualifying them as local products) 
by no later than 1988, and to have 80% by 
1991. A left-hand drive model is on the 
drawing board for introduction in two 
years' time, and a third of Washington's 
production is earmarked for export. 

The thought of a new “British” motor 
manufacturer churning out 100,000 cars a 
year (and possibly double that) from à 
brand new factory far from the archaic 
production practices of Longbridge, 
Cowley, Dagenham, Halewood and Lu- 
ton fills other carmakers in Britain with 
terror. Ford, stuck with older plant and 
even older working habits, reckons that 
Nissan will be building each car for £350 
less than Ford can in Britain. 

For Rover, already losing market share 
precipitously, competition from Washing- 
ton could prove fatal. Unable to retreat 
upmarket in Britain because of the brand 
new (and surprisingly cheap) Jaguar that 
will be unveiled next month, and with a 
production volume too tiny to compete in 
small cars, the writing on the wall for 
Rover is ten feet high. It spells Honda. 


Getting smarter in a smart-car market 


TOKYO 


Car exports to Japan are booming. Yetthey still account for only a fraction 
of domestic sales. Monthly imports would scarcely half fill one of the 
biggest car parks in the world at Meadowlands Stadium, New York 


In the first eight months of this year, sales 
of foreign cars in Japan were up by a 
third. Unfortunately, that means likely 
total imports this year of just over 60,000 
cars altogether, capturing a tiny 2% of the 
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Japanese market. Japan's Nissan will be 
turning out many more vehicles then that 
at the new plant it opened this week in 
north-east England. 

Still, foreign carmakers probably are 
growing wiser about sales to Japan. In 
1986, they are on track to top, just, their 
previous best year. That was 1979, when 
sales were 60,161, giving them a market 
share of 2%. In the next four years, sales 
fell. Dealers blamed recession, a cheap 
yen and American cars' reputation for 
gas-guzzling and poor finish. Car imports 
to Japan hit a trough in 1983. Even 
Volkswagen, the long-standing market 
leader among foreign manufacturers, sold 
fewer than 10,000 cars for the first time 
since 1971. 

Recovery since 1983 has owed more to 
marketing than to the stronger yen and 
consequent recent trimming of the high 
prices of foreign cars in Japan. BMW has 
led the change. Its approach, hailed as a 
masterpiece of marketing strategy, was 
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Remember steam cars and plastic teeth? 


Managers fail more often than they succeed in predicting growth for new 
products, markets and technologies. Business schools, partly to blame for 
devising complex forecasting methods, now recommend simpler ways— 
like first asking who the customers might be for blue-sky ideas 


Twenty years ago, big oil companies had 
what they thought was a good idea: turn 
oil into food. Gulf Oil talked of turning 
the stuff into biscuits, soups and cereals. 
Exxon got as far as linking up with 
Nestlé, the Swiss food multinational. 
British Petroleum produced ham from 
pigs fed on protein made from natural 
gas. Three assumptions lay behind the 
high hopes for this new market: the 
world's population would boom (right), 
ordinary agricultural production would 
prove inelastic (wrong), while oil would 
stay abundant and cheap (wrong). 

Mr Robert Fildes, a lecturer in busi- 
ness forecasting at the Manchester Busi- 
ness School, recalls that proponents of a 
third London airport thought in the early 
1960s that a rapid increase in the number 
of passengers would create a need for 
many more aircraft and runways. That 
assumption ignored the emerging tech- 
nology. Fewer but bigger aircraft, like 
the Boeing 747 and the Lockheed and 
McDonnell Douglas airbuses, emerged 
to absorb the new passengers. 

Too many forecasts like these blun- 
- dered because of faulty assumptions. Yet 
business forecasters in companies and 
business schools continue to introduce 
moré complicated forecasting methods 
rather than more rigorous questioning of 
their assumptions. It could prove a costly 
mistake. Nearly every big company now 
indulges in forecasting, hoping to work 
out in advance how social, economic and 
political changes will affect its business; 
the outcome of its strategies; and how 
competitors might react to its initiatives, 
prices, sales and market shares. 

The latest attack on poor forecasting 
comes from two marketing professors at 
Baruch College at the City University of 
New York*. Mr Conrad Berenson and 
Mr Steven Schnaars spent six months 
studying forecasts for new products, new 
markets and emerging technoló ies that 
were made public between 1 and 
1980. Of the 90 they examined, more 
than half (53%) failed. Why? 

Unbridled optimism led many compa- 
nies to overvalue technology. In 1967, 
one American company, TRW, revealed 
the findings of a probe of future growth 
markets using the Delphic-oracle tech- 
nique. It asked 27 top company scientists 
to determine "what the world would 
want and need in the next 20 years". 

Among the 401 emerging growth mar- 
kets thus identified were a 500-kilowatt 
nuclear power plant on the moon, robot 
so'diers апа germ-proof plastic houses. 
A year later, the National Institute. of 
Dental Research reckoned that tooth 


decay and gum disease would be wiped 
out before 1980 by plastic teeth and 
tooth-decay vaccine. Not only was the 
technology to fulfil these dreams not 
ready, but forecasters did not bother to 
ask simple questions of the markets: eg, 
would there really be enough customers 
for the predicted nuclear-powered un- 
derwater recreation centres? 

Other forecasts—like small washer- 
dryers for every bedroom—failed be- 
cause they offered no great advantage to 
the consumer over existing gadgets. 
Some were too expensive for the benefit 
they were supposed to provide: Dow 
Corning's foam-filled tyres pitted added 
cost and weight against free air. In other 
instances, scientists failed to foresee 


waters and running shoes. Microwave | - 
ovens offered greater benefits to con- = 
sumers than existing products; their sales 
grew from nothing to 7m ovens a year in 


America between 1970 and 1984. The. 


biggest success was for computers, where 
even the most optimistic predictions of... 
market growth proved conservative. 

The Baruch professors reckon that 


companies might improve their forecasts ' 


by following some simple guidelines. 
€ Check assumptions. Many forecasts 
failed because the world changed (for 
example, the oil-price upheavals). . 
@ Spread the risk. Use a range of plausi- 
ble possibilities and probabilities rather 
than one or two. 

@ Stress fundamentals. Ask simple ques- 
tions. Who are the customers? How 
large is the market? What are the bene- 
fits to consumers over existing products, 
and are they worth the price? — 

@ Beware of history. Seemingly immuta- 


Accurate growth-mark 
et forecast 
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shifts in the relative advantage of new 
products to consumers. Some of them 
thought that the less polluting steam- 
engine car had all but arrived in 1968; 
butsteam engines, with their surprisingly 
high petrol consumption, were never due 
to become economic. Their successor, 
the electric car, has been plagued for 20 
years by technical problems. 

Most successful forecasts, and the Ba- 
ruch professors identified 42 in the 90 
they studied, stressed market factors 
rather than historical precedents or 
glamorous technology. Philip Morris, 
the cigarette company, correctly pro- 
duced brands for young women in line 
with the-growth in their numbers. Coca- 
Cola, Nestlé and Nike were among those 


"that cashed in on health fads with bottled 


ble trends change suddenly and dramati- . : 
cally. As economists say, a trend isa ^ 
trend only until it bends. e 
€ Watch out for euphoria. By the time 
you enter a market, customers may have 
moved on to the next craze (this hap- 
pened to cB radios). 

€ Do not be dazzled by technology. Its 
application in the marketplace is more 
important than the wizardry of the prod- 
ucts it makes possible. 

€ Stay flexible. Be prepared to enter and 
leave a market quickly, especially where 
so-called growth opportunities are 
known to be difficult and/or expensive. 


*Growth Market Forecasting Revisited. C. Ber- 
enson and $, Schnaars. California Management 
Review. Summer 1986. 
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.— born of necessity when it had to bail out 


its local distributor five years ago. BMW 


.. decided to do what was said to be suicidal 


in the-Fapanese market: to go in with its 
own subsidiary, rather than use a local 


_ sole agent. It set up a Japanese subsid- 


iary, staffed it mostly with Japanese and 
started advertising as heavily, and in 


. much the same way, as it has done so 


successfully in Europe and America. 
This is revolutionary stuff for foreign 
carmarkers in Japan. Some Japanese sole 
agents have long conned them that selling 
too many of a model risks devaluing its 
exclusiveness. This is dealerspeak for say- 
ing that dealers should be allowed to 
mark up prices by their usual 20% or 
more—and above costs that are vastly 
inflated anyway. The inflation does not 


come merely from shipping costs, but 


from modificaüons supposedly needed to 
meet the fastidious quality standards of 
Japanese car buyers. Because of these 
costs and dealers' margins, the price of a 
foreign import in Japan is usually at least 
twice as high as in the car's home market. 


= By contrast, some Japanese cars are 


cheaper in some places abroad than in 


. Tokyo. 


In 1980, BMW sold only 3,187 cars in 
Japan. This year, it overtook Volkswagen 


.. as the bestselling foreign carmaker. BMW 


has done it by selling its cars like any 


. other up-market consumer product to 


anybody with the money to pay for them. 


. In the eight months to the end of August, 


10,440 BMWs were sold—almost one- 


quarter of all foreign cars. Not all these 


sales pass through BMW’s Japanese sub- 


sidiary. As many as one in three are made 
through the grey market, a parallel im- 
port market which brings in unmodified 
cars—most of them from South-East 
a. 

BMW's approach is spawning imitators, 
particularly among the European manu- 

cturers, which have been left less scope 

y currency movements to compete 
through cutting prices than American 


7. жнр Sweden's Volvo, Britain's 


over (formerly BL), and West Germa- 
ny's Mercedes-Benz have all set up their 
subsidiaries, and are, in varying 


p degrees, thinking of going it alone. If 


Mercedes decides to do so, it would be a 
pie blow to its sole agent, Yanase, which 
is by far the biggest Japanese foreign-car 
importer. Yanase also handles vw/Audi 


. апа America’s General Motors. Yanase 





. has responded to the challenge by dou- 


bling its advertising budget from around 
24% of sales and by expanding its dealer 
network. 

Other European carmakers are also 


— looking at new ways to sell in Japan. 


poo is switching to a new distributor, 
the same one as Fiat uses. Jaguar is 
negotiating a joint venture with Seibu, 


à n 
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the department-store group. This would 
be separate from the Seibu group's pre- 
sent car-import operation, Seibu Motor 
Sales, which gets 40% of its business from 
selling Citroén, Peugeot and Saab cars. 
Seibu has increased its advertising budget 
and the number of its dealers. Volks- 


wagen is trying local production through - 


its joint venture with Nissan. Japanese 
consumers do not consider Japanese-built 
Santanas, a Volkswagen product, to be 
foreign cars. 

The danger for foreign carmakers is 
that they may end up fighting each other 
for shares of a limited market. The Japa- 
nese market remains mainly a small-car 
volume market. It is not in this sector that 
foreign carmakers are competing. They 
are fighting to sell big cars, over 2,000cc. 
The Japan Automobile Importers Associ- 
ation says it has put back its target of 
achieving 100,000 imported cars a year to 
the 1990s. 


Fermenta 


Rebuilding Refaat's 
pyramid 


Mr Refaat El-Sayed, the Egyptian-born 
entrepreneur who took Fermenta, his 
Swedish biotechnology firm, to within an 
inch of the summit of the Swedish drugs 
industry, is now struggling to pay off his 
debts and stay on at the firm. The Swed- 
ish stock exchange, among others, wants 
him to go. 

In February, shortly before Fermenta 
was to conclude a $550m deal with Volvo, 
a former boss of Mr El-Sayed's, upset by 
pollution at a Fermenta plant, revealed 
that Mr El-Sayed did not have the two 
degrees (one Swedish, one American) 
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that he claimed in prospectuses for Fer- 
menta. The revelation knocked Fermen- 
ta's shares, and Mr El-Sayed temporarily 
stepped down as chief executive. In June, 
the stock exchange imposed a heavy fine 
on Fermenta. Some members of the stock 
exchange's board had called for the firm's 
expulsion. 

Shortly after the disclosure of Mr El- 
Sayed's bogus qualifications, Mr Pehr 
Gyllenhammar, Volvo's chairman, called 
off the deal with Fermenta which would 
have placed Mr El-Sayed at the head of 
the country's pharmaceutical industry. In 
June, Volvo was fined and reprimanded 
by the Swedish stock exchange for so 
doing. Volvo subsequently fulfilled its 
obligations to shareholders involved in 
the Fermenta-Volvo deal, but with Phar- 
macia replacing Fermenta as commander 
of most of Sweden's drugs. 

Fermenta woes do not end there. Earli- 
er, in March and April, Sweden's banking 
inspectors audited Mr El-Sayed's ac- 
counts under Sweden's new insider trad- 
ing laws. They recommended further in- 
vestigation of Mr El-Sayed with a view to 
possible prosecution over some of the 4m 
Fermenta shares he bought just after the 
Volvo deal had been agreed upon. 

Fermenta was founded in 1981 and 
until its recent troubles its share price 
soared. This helped Mr El-Sayed finance 
acquisitions through private placements 
and public offerings. Fermenta grew from 
a loss-making outfit in its first two years 
of existence into a highly profitable one. 
In 1985, it doubled its size by buying 
Pierrel, an Italian drug firm, and several 
other smaller European drug companies. 
This helped it to report pre-tax profits of 
SKr320m ($37m) on sales of SKr1.6 bil- 
lion last year. 

Mr El-Sayed borrowed money to pur- 
chase the 4m shares and he is now in debt 
to the tune of SKr1.4 billion. Much of the 
debt matures in December, which is why 
he is now searching for buyers for his 
Fermenta shares. Two sorts of offer are 
on the table. There is the Italian solution 
(see next article). Montedison, an Italian 
chemical company, is willing to buy a 
controlling interest in Fermenta, but Mr 
El-Sayed will then have to resign as chief 
executive—a position which he resumed 
in June this year. 

Or there is the Swedish solution, the 
one Mr El-Sayed prefers. Early this 
month, he announced a complex deal 
worth some SKr800m. In it, around 22% 
of Fermenta's voting shares will be sold to 
two Swedish financial institutions—In- 
vestment Ab Beijer and Industrivaerden 
(one of Mr El-Sayed’s creditors)—unless 
Montedison buys them up. Procordia, the 
Swedish state-owned holding company, is 
to buy 10-11% of the voting shares uncon- 
ditionally. Some analysts think that Mr 
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El-Sayed may sell more voting shares 
unconditionally to Procordia, which 
would cut Montedison out of future deals 
and, maybe, keep Mr El-Sayed at the 
head of Fermenta. 


Montedison 


The shadow of 
Cuccia 


ROME 


The proposed acquisition by Montedison, 
the Italian chemicals group, of a control- 
ling stake in Fermenta, the troubled 
Swedish biotechnology company (see ar- 
ticle above), is one of the less contentious 
deals of Mr Mario Schimberni. He is 
chairman of Montedison and a man who 
frequently irks his country's industrial 
and financial establishment. 

His group's bid for Fermenta is based 


on clear industrial logic. By acquiring, 


Fermenta, Montedison could expand into 
biotechnology, strengthen its own phar- 
maceuticals division and make itself less 
dependent on Italy. 

At an extraordinary shareholders’ 
meeting on September 2nd, Mr Schim- 
berni said it was still Montedison's aim to 
obtain 76.5% of voting control in Fer- 
menta and 44.2% of the company's equity 
for a maximum of $340m. The money, he 
said, had already been deposited with a 
Stockholm bank. But Mr Schimberni 
placed a deadline on the negotiations. If 
no deal was agreed by November 30th, 
Montedison would withdraw its offer in 
order to pursue previously-identified al- 
ternative acquisitions. 

The meeting had been called to obtain 
shareholders' approval for a 946.8 billion 
lire ($667m) capital increase. This is part- 
ly intended to finance Montedison's pur- 
chase of Fermenta, and partly to finance 
the recent acquisition by Meta, its finan- 
cial and services subsidiary, of a stake in 
La Fondiaria, a Florentine insurance 
company. That deal has prompted some 
searching questions from Italy's stock- 
exchange commission, Consob. 

It is similar to Montedison's conten- 
tious takeover of the Bi-Invest industrial 
and financial group in July last year. Mr 
Schimberni bought 12% of Fondiaria 
from an unidentified group of market 
raiders for 740 billion lire last month: a 
move which has once again brought Mr 
Schimberni criticism from some of his 
own shareholders. 

The raid on Bi-Invest had the blessing 
of Mr Enrico Cuccia, the doyen of Italian 
high finance. This time, Mr Schimberni 
seems to be headed for a collision with 
the man who was once his mentor. Mr 
Cuccia, at 78 still a senior director of 
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irksome Schimberni 


Mediobanca, the state-controlled invest- 
ment bank, recently sent Mr Schimberni a 
curt letter criticising him for allegedly 
buying the Fondiaria shares without pre- 
viously notifying Montedison’s control- 
ling syndicate of shareholders, of which 
Mediobanca is a member. (Mediobanca is 
also lead manager for Montedison’s cur- 
rent share issue.) 

The omission must have rankled with 
Mr Cuccia who, in April 1980, was one of 
the principal sponsors of Mr Schimberni’s 
promotion from deputy chairman to 
chairman of Montedison. Mr Cuccia and 
another shareholder, Mr Giampiero Pe- 
senti, demanded an early meeting with 
Montedison’s controlling syndicate to dis- 
cuss the Fondiaria acquisition. 

Mr Cuccia may be worried that, 
through Fondiaria, Montedison has ob- 
tained a 1.8% stake in Mediobanca. Giv- 
en Mr Schimberni's history and the cur- 
rent plans for Mediobanca's gradual 
privatisation, this could prove a signifi- 
cant toehold. Many shareholders, howev- 
er, must be pleased with what Mr Schim- 
berni is doing. At the extraordinary 
meeting he was able to announce net 
profits of 200 billion lire for the first half 
of this year, compared with a 22 billion 
lire loss last year. 


Hongkong Land 


The baffling Mr 
Keswick 


HONGKONG 


What is the corporate strategy of Mr 
Simon Keswick, who is chairman of both 
the trading and services group Jardine 
Matheson Holdings and Hongkong Land, 
the colony's largest property company? 
In July, he announced he would float off 
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Dairy Farm, Hongkong Land's food divi- 
sion, as a separately-listed company. He 
has also indicated that in about two years 
he will spin off Mandarin Oriental Hotel, 
the group’s hotels division. Hongkong 
Land's managers have already said that 
the company plans to reduce its stake in 
Jardine Matheson from 25% to 10%. 
These would leave Hongkong Land’s 
earnings almost entirely at the mercy of 
the manic-depressive local property mar- 
ket. Analysts who expect little good to 
come to the market when Peking be- 
comes its landlord see this as a long-term 
shadow over the company's share price. 

For the time being, the Hongkong 
property market looks promising, partic- 
ularly for prime office space such as 
Hongkong Land's. The company's com- 
mercial properties are 95% occupied. 
Interim results released on September 
10th showed net profits after tax up 90% 
over the first half of last year to HK$385m 
($49m). The figures helped push the 
Hongkong stockmarket to a record high. 

However, despite this excellent short- 
term outlook, the managing director of 
Hongkong Land, Mr David Davies, dis- 
agreed with Mr Keswick's plan to disman- 
tle the company's three core divisions into 
separate companies. On the announce- 
ment of the Dairy Farm flotation, Mr 
Davies resigned. He had called Dairy 
Farm the company's *'cash cow" and its 
steady turnover had sustained the group's 
cash flow through Hongkong's property 
slump from 1981 to 1983. In 1985, Dairy 
Farm accounted for around 80% of turn- 
over and around 20% of Hongkong 
Land's profits of HK$1.8 billion (see 
chart). 

Mr Keswick argues that floating Dairy 
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Still blooming 


Bloomingdale's, one of the great names 
in American retailing, celebrated the 
100th birthday of its New York flagship 
store on September 11th. A glitzy pro- 
gramme had all the hallmarks of Bloo- 
mies’ familiar style—selling fads to fickle 
consumers in a showcase of the latest in 
fashion, furniture and food. It is a style 
that is successfully carrying the group 
through a difficult patch for America's 
department stores. 

Bloomingdale's is owned by Ameri- 
ca's number three retailer, Federated 
Department Stores. Over the four years 
to the end of 1985, American retail sales 
increased by 31% while Bloomies' in- 
creased by 48%—to $955m in 1985. 
Sears, Roebuck, the number one retail- 
er, increased its sales over the same 
period by only 18%. Under its chairman, 
Mr Marvin Traub, Bloomingdale's has 
expanded outside its traditional north- 
eastern base into Texas and Florida. 

From the start, Bloomingdale's was an 
innovator in retailing. In the nineteenth 
century, the Bloomingdale brothers, Ly- 
man and Joseph, pioneered the concept 
of the department store—"'palaces of the 
people" offering attractions to all. In the 

, Bloomingdale’s introduced the 
designer carrier bag, early examples of 
which are now collectors' items. 

In recent years, American department 
stores have been losing custom to speci- 
ality stores and discount chains. This 


Farm as a separate company will help 
realise its full value, which is not currently 
reflected in Hongkong Land's share 
price. Land shareholders will be offered 
the right to purchase one Dairy Farm 
share for every two of their Land shares 
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year, several Manhattan stores are clos- 
ing their doors, including Gimbels (out- 
side Manhattan, Allied Stores has 
bought ten Gimbels stores from BAT 
Industries), all branches of Ohrbachs 
and some of Alexanders. To survive, 
stores are having to become discounters 
or, like Bloomingdale’s, to develop a 
distinct image which wins strong custom- 
er loyalty—not easy when those custom- 
ers are as fickle as the fads they follow. 


BLOOMINCDALE’S 
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under a'proposal to be detailed soon. The 
company expects to net HK$1 billion 
from the flotation, and Hongkong Land's 
debt-to-equity ratio should fall to about 
50% 


0. 

Although Mr Keswick calls Jardine's 
36% interest in Land “‘a strategic long- 
term investment", analysts wonder 
whether he has not taken another step in 
divesting Jardine of its Hongkong assets. 
Speculation about Mr Keswick's confi- 
dence in the colony after 1997 had subsid- 
ed since its peak after the company's 
transfer of its legal domicile from Hong- 
kong to Bermuda in 1984. The terms of 
an Offer of preference shares by Jardine 
earlier this year could lead to a gradual 
reduction over the next few years of its 
stake in Land to 28%. 

Mr Keswick was overheard not long 
after his arrival in the colony in 1983 to 
say that he expected his Hongkong tour 
to last about five years. But his return to 
London in 1988 might be less significant 
for the company's Hongkong interests 
than outsiders think. Mr Keswick's elder 
brother, Henry, who spends most of his 
time in London, already wields consider- 
able influence over the Hongkong opera- 
tions of Jardine Matheson. 





Bertelsmann 


Going for a song 


FRANKFURT 





By reaching agreement to take over from 
America's General Electric the 75% 
stake in RCA Records that it did not 
already own, Bertelsmann, the West Ger- 
man publishing group, has achieved two 
long-standing ambitions. It has boosted 
its presence in the American media mar- 
ket, which already accounts for DM1.5 
billion ($730m) of Bertelsmann’s world- 
wide sales of DM7.5 billion. It has also 
strengthened its position in the music 
market, the smallest of the Bertelsmann 
divisions after magazines, printing, pub- 
lishing and book clubs. Once the deal on 
RCA (subject to trustbusters’ approval) 
has gone through, sales of Bertelsmann’s 
music division will top DM2 billion. That 
will make it the world’s third biggest 
record company after CBs and Warner 
Communications. 

Although it has 32,000 employees in a 
score of countries, Bertelsmann is some- 
thing of an unknown giant among West 
German companies. Founded 151 years 
ago as a printer of prayer books and 
hymnals, it is based in the small Westpha- 
lian town of Gütersloh and 9095 owned 
by the man who built it up after the 
second world war, Mr Reinhard Mohn. 
After a period of hectic expansion into 
things as diverse as cinema chains and 
chicken farms, Bertelsmann consolidated 
and restructured in the early 1980s. Prof- 
its soared, reserves were strengthened 
and now the company is looking for 
expansion again—especially abroad be- 
cause of cartel problems at home. 

Hence the big attraction of the Ameri- 
can market—despite the fact that Bertels- 
mann had a big flop at the end of the 
1970s when a subsidiary, Gruner und 
Jahr, tried to introduce a new glossy 
magazine in America. Two years ago, 
Bertelsmann failed again, this time with a 
$150m bid for the magazine Us News and 
World Report. But other activities in 
America are buoyant. 

Most of all, Bertelsmann had its eye on 
the music sector. Last year, it agreed with 
RCA to pool their worldwide music inter- 
ests in a new company. When RCA's 
parent company sold out to General Elec- 
tric earlier this year, Bertelsmann 
promptly started talks to acquire full 
control of the music division. Bertels- 
mann is believed to be paying about 
$300m for the 75% stake. It can easily 
finance that from its "acquisitions war 
chest" (as it calls it) with plenty to spare 
for other purchases. All the signs are that 
its latest move into the United States will 
not be Bertelsmann's last. 
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77th NORTH-WEST-GERMAN STATE-LOTTERY 
77. STAATLICHE NORDWESTDEUTSCHE KLASSENLOTTERIE 
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Now: each and every Friday 





a million to win... 


This extraordinary chance and others are offered to you by the govern- 
ment controlled NORTH-WEST-GERMAN  STATE-LOTTERY. Extra- 
ordinary! Every 3rd ticket-number wins guuane within the period of 


the lottery. Total winnings for the 77th lottery will amount to about 


169 million DM. Alone the Super-Jackpot entail 28 million DM. 


The maximum Super-Jackpot 


alone comes to 2 x 2 million DM. 


The prize-money is paid in DM, one of the strongest currencies in the 
world. The lottery runs overa period ofó months - one class per month. lst- 
Sth class gives you four chances in each of the four weekly drawings. The 
6th class offers you 6 chances - that is 6 chances to win! The prize-money 
increases from draw to draw. All drawings are supervised by state audi- 
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ў Order Coupon a ----2 


Win 100 % with a 1/1 ticket, or 50% with a 1/2 ticket or 





Government 
Controlled 


Ii's easy to participate: 

@ Please send us the order coupon - or if missing — a letter. 

@ Attach payment for the tickets you want, using either cash by 
registered airmail-postage, international postal order, cheque 
drawn by bank or travellers cheque. You can also pay for your 
ticket after receipt of the invoice. 

@ We send you the tickets, further information and the official draw 
schedule. After each class you receive the official winning list 
together with your ticket for the next class, as your previous ticket is 
eliminated from the lottery after each class. 

© You will be notified each time you win within days. Your prize-money 
will be transferred by cheque to any place you want. The prize- 
money is paid to you free of German tax and the whole amount will 
be paid without any deducations. You remain absolutely anony- 
mous. 

© We guarantee fast, reliable and confidential service world-wide. 





This is. why it is interesting for you to join 
the lottery: 169 million DM prize money 


2 x 2 million DM as maximum prize-money 


6x 1 million DM 
18 x 1 million DM or 180 x 100.000 DM 


and in addition: 
200.380 x prizes up to 80.000 DM 





Mail to: Walther Ruge * Heidenkampsweg 32 5 
D-2000 Hamburg 1 - West-Germany ч 







25% with a 1/4 ticket. Don't forget: either way, every 
3rd ticket number wins guaranteed! Try your luck! 


Please fill in the number of tickets you want to order with 
this coupon 


- (approx 365,- US $ ог 246, 


1/2 ticket |381,- (approx 190,- USS ог 127- €) * 





1/4 ticket |201,- (approx 104,- USSor 70,-£)* 


* The quoted US-$ or £ equivalents are only a rough estimate. For 
exact exchange rates please ask your bank. 


All prizes are for all 6 classes including air mail postage and 
winning list after each class. No additional charges! Valid only 
where legal! 


Valid only where legal. Not avaliable to residents of Singapore 


Man 


Morgan Guaranty is a leading 
worldwide market-maker in for- 
eign exchange. With trading spe- 
cialists in four key Asia-Pacific 
financial centers, Morgan can 
give you competitive currency 
quotes quickly—spot or forward, 
short-, medium-, or long-term, 
in large or smaller amounts. 

But we also give you much more. 


When you work with the foreign 
exchange market-makers at 
Morgan, you capitalize on the in- 
creasing linkage between the 
forex, money, and capital markets. 
And you benefit from the opportu- 
nities created by new instruments 
and techniques. 
Use Morgan's expertise 

To take maximum advantage of 
today's opportunities in managing 
currency risks, clients need much 
more than knowledge of the forex 
markets. 

O Morgan can keep you 
posted on arbitrage opportunities 
offered by investments and bor- 
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market-makers a 


rowings in all important money 
and capital markets and the Euro- 
market. We have an international 
dealing network of foreign ex- 
change specialists and market- 
makers in all of the world’s finan- 
cial centers. They serve major 
corporations, governments, secu- 
rities houses, fund managers. 
That means we continually mon- 
itor the activities of leading forex 
participants 24 hours a day. 

O Our subsidiary Morgan 
Futures Corporation is a leading 
participant in the futures markets 
in Chicago, London, and Singa- 
pore, and is fully equipped to exe- 
cute currency futures contracts. 

O Morgan Guaranty Ltd, our 
securities underwriting subsidi- 
ary, manages debt issues in more 
currencies than any other Euro- 
market underwriter. Because so 
many of these issues are swapped 
by Morgan from fixed to floating 
rates and vice versa, and into 
other currencies, Morgan special- 
ists find optimal investment and 
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borrowing opportunities for you in 
all the leading currencies and mar- 
kets on a real-time basis. 

Г] Market behavior and trad- 
ing strategies have changed in re- 
cent years. Our knowledge and use 
of statistical analysis and techni- 
cal models help us, and you, judge 
market developments and detect 
arbitrage opportunities early. 

Some other reasons to turn to 
Morgan are: 


etter. Work with the 
lorgan Guaranty 


Singapore 
Some key officers shown in Morgan trading rooms, from left. Hong Kong: Timothy Teo, Paul Finn, Thomas Ketchum; Singapore: Ho Chee Nen, 
Fock Siew Wah, Andrew Watson; Tokyo: Dominique George, Takao Sakoh, Robert Gray; Sydney: Colin Jelley, Sean McSharry, Michael Hamer 


Advisory services. Our corpo- 
rate finance experts and our 
Financial Advisory Department 
help clients with capital structure 
analyses, joint ventures, growth 
strategies, mergers and acquisi- 
tions, and alternative financing 
techniques. We have more than 
100 professional analysts located 
in offices around the world 

Capital strength. Every trans- 
action we arrange is backed by 





Tokyo 


Morgans financial strength 
more than $6 billion in primary 
capital. This enhances our role as 
principal and can reduce clients' 
costs and risks in transactions we 
do for them. 

Innovation. Morgan is known 
for structuring innovative, lower- 
cost financings that meet bor- 
rower and investor needs alike 
For two consecutive years, our 
major competitors, in a poll by 


Euromoney magazine, have voted 
Morgan the most innovative firm 
in the capital markets. 

Call in Morgan 
Ask how we can put our corporate 
finance strength to work for you. 
Morgan Guaranty Trust Company 
of New York, with principal Asia- 
Pacific offices in Tokyo, Hong Kong, 
Singapore, Melbourne/Sydney. 


Morgan Guaranty 


IN CHEQUES FROM In Libreville — is - | 
A DEPOSIT ACCOUNT for travellers who know ~ 
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_ Ifyou have sterling funds to invest, find out about the 
rling Money Account managed by offshore bankers, 
dall & Co (isle of Man) Ltd. 


You earn high interest (the result of Tyndall Group's 
uscle in the money market) and enjoy the convenience 
a cheque book for all normal banking services, including 
tant access to your funds, and payment of large bills 
inimum cheque £250). The account can also be used for 
nding orders. 

Investment is in UK banks, local authorities and 
ilding societies. Interest is credited four times a year, with 
interest itself earning interest to give you an even higher 
turn (currently 9.71%). Post the coupon for details. 


* Rate at time of going to press. 
Кн 


To: Tyndall & Co. (Isle of Man) Ltd, Dept 
Box 62, Tyndall House, Kensington Rd, Douglas, 


TER: ® 
| Isle of Man, U.K. Tel: (0624) 29201. Telex: 628732. I ыы Jo NER OAT NEN 
Please send me details of Tyndall Money 


; ccounts. SterlingC) US Dollar O o эш A NENT : | 


Boulevard de Nice, PO: Box 2254, (241) 73 20 23, Telex: 5271. 
For reservations at over 80 superb hotels around the world: 
call vour travel agent; your nearest InterContinental 

; zer sales offi pud 
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Even the Queen's broker 
needs help from its friends 


At the eleventh hour, Cazenove & Co, 
one of the City of London's oldest, most 
traditional and most secretive stockbro- 
kers, has revealed its plans to cope with 
Big Bang. Announced on September 10th 
after three years of preparation, the plans 
stilled speculation that Cazenove might 
follow other top brokers into an alliance 
with a bank to get the financial muscle 
needed to cope with new practices in 
London. In cahoots with some of its 
clients, Cazenove has put together an 
ingenious financial package that will al- 
low it to keep its trademark of blue- 
blooded independence. 

The plan confirms not only the need for 
more capital in equity markets, but also 
the extent to which even the most well 
connected firms are unsure about what is 
going to happen in London's stockmarket 
after October 27th. Directly to raise capi- 
tal, the Queen's broker has arranged a 
floating-rate loan of £32m ($48m) from a 
batch of big British financial institutions. 
More significantly, it has recruited anoth- 
er batch of institutions to form an under- 
writing syndicate to help it arrange big 
equity issues. Up to now, Cazenove has 
always left underwriting (and thus the 
need for capital) to a merchant bank and 
has specialised in placing shares. 

It will continue to do this if requested 
to. Increasingly, however, it will need to 
underwrite issues itself, to compete with 
the “bought deal", an American import 
that is expected to become common in 
London. With such deals a broker takes 
the whole of an issue on to its books at an 
agreed price and then distributes it. This 
tends to make pricing tighter than on 
traditional deals, but also riskier. Hence 
the syndicate. Cazenove is leery of the 
bought deal because it feels the best 
interests of issuers are served by distribut- 
ing shares to a wide range of buyers, to 
reduce the risk of a hostile takeover. But 
it wants to be able to compete if bought 
deals become the rule. 

The firm has not revealed how much 
the syndicate is pledging, but Mr John 
Kemp-Welch, a joint senior partner of 
Cazenove, says it is “hundreds of mil- 
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lions". The syndicate of eight top-flight 
institutional investors will give Cazenove 
freedom to settle terms of equity issues up 
to an undisclosed threshold. For issues 
bigger than this, the syndicate will have to 
be consulted. Its members are Bank of 
Scotland, Legal & General Assurance, 
Norwich Union Life Assurance, parts of 


| 


CAZENOVE 


Philip would have understood 


the Royal Insurance group, Scottish: Eq- 
uitable Life Assurance, Standard Life 
Assurance, Witan Investment and Cazen- 
ove Securities Limited (the broker's mar- 
ket-making subsidiary). 

What's in it for them? Mr Bruce Pat- 
tullo, general manager of the Bank of 
Scotland, sees the syndicate as a way for 
his own bank to reap some of the advan- 
tages of deregulation of the City without 
buying brokers and jobbers. In effect, the 
Bank of Scotland and other members will 
take a slice of the underwriting fees 
currently monopolised by merchant 
banks. They have to trust Cazenove—and 
they do. The Bank of Scotland would 
have been reluctant to have done the deal 
with any other broker. 





There is also a sweetener in the £32m 
loan Cazenove is raising. The interest on 
the loan is linked to Cazenove's profits, 
subject to a minimum return of 8%. No 
equity changes hands, but the lenders are 
enticed by the prospect of sharing in the 
fortunes of a top City broker. Some, but 
not all, of the lenders are also members of 
the syndicate. 

The two schemes should put Cazenove 
on an equal financial footing with the 
smaller of Britain's merchant banks, and 
perhaps a step ahead since the broker has 
no intention of going into even more 
capital-hungry areas, such as banking or 
primary dealing in gilts. Both schemes are 
simple but inventive ways of getting capi- 
tal without having to give away control. 
Cazenove will be the only top ten London 
broker to be facing Big Bang as a partner- 
ship. Most London broking partnerships 
sold themselves to merchant or commer- 
cial banks to safeguard their solvency. 
Even Goldman Sachs, Wall Street's great 
surviving investment bank partnership, 
recently sold the right to 12.596 of its 
profits to a Japanese commercial bank, 
Sumitomo, for $500m. 

Few could see how Cazenove could 
survive on the personal equity of 36 
partners without relinquishing some con- 
trol. And it has certainly had many suit- 
ors. Among them, Lazard Brothers, a 
similarly aristocratic merchant bank, was 
the favourite. But Cazenove was deter- 
mined to keep its independence, even 
though that deprived the partners of the 
chance to become unbelievably rich rath- 
er than extremely rich. Self-sufficiency 
and preservation of the firm for future 
generations of partners are strong in- 
stincts in the broker that Philip Cazenove 
founded in 1823. 

Mr Kemp-Welch believes that his cli- 
ents are best served by a partnership that 
does not face the conflict-of-interest 
problems of a banker-broker merger. 
Some companies agree with him. Cazen- 
ove has gained several as clients this 
year—Marks and Spencer and Cour- 
taulds among them—because they want 
an independent broker. 

Cazenove has also come clean about its 
intended role in trading equities in the 
stockmarket. The firm will make markets 
in equities from October 27th, but proba- 
bly not in “alpha” stocks (the blue-chips). 
It expects to make markets in between 50 
and 100 stocks. Many of its corporate 
clients are mid-sized firms worried that 
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their shares will not be traded much on 
{һе new stock exchange. Cazenove will 
таке markets in such stocks in order to 
ensure adequate liquidity. Unlike most of 
the new-style City firms, it has neither 
acquired a jobbing firm nor been an 
obvious poacher of skilled traders. In- 
. stead, it has built up a small “home- 
* grown" market-making team, mostly 
-trained in the United States. 
All this leaves Cazenove in an enviable 


| Big Bounce 


There is a corner of a London field that is 
| forever England, despite the foreign in- 
| vasion associated with the City's Big 
Bang. The field is in Vincent Square in 
Victoria where, on September 3rd, a 


mixed bag of 30 brokers and chartered 
.| surveyors were joined by six professional 
| cricketers for the City's second annual 
six-a-side Pro-Am cricket tournament. 
Curve-balls were frowned upon. 

' The event, organised by Gooch & 
Wagstaff, a chartered surveyor, was à 
"benefit. game" to raise money for Mr 
John Emburey, the spin bowler for Mid- 
diesex and England. After a miserable 
summer for English cricket, it was news- 
worthy for another reason: a team cap- 
tained by Mr Mike Gatting, the England 
skipper, actually won. 

His team was Hoare Govett, a stock- 
broking house which reached the final 
only because of one of those technicali- 
ties beloved of cricket statisticians and 
stock analysts. Hoare had the same num- 
ber of points as the two other teams in its 
division, but entered the final because its 
run-rate per wicket was higher. Explain 
that on Wall Street. 

Its fellow finalist was Bucknall Austin, 
a firm of surveyors helped by a Middle- 
sex batsman, Mr Clive Radley. Having 
kept Bucknall down to 37 runs in the 
five-over game, Hoare (or, rather, Mr 
Gatting) hit the runs with an over to 
spare and without losing a wicket. But 
was this really an English triumph? The 
winner, remember, is mostly owned by 
Security Pacific, a Los Angeles bank, 
though it prides itself on its indepen- 
dence. No matter; Victoria was amused. 


















position in the international securities 
markets. One question is whether the 
syndicate will always be happy to keep at 
arms length from its City partner, or 
whether it might eventually expect more 
involvement, perhaps even an equity 
stake, in return for shouldering under- 
writing risks. The same issue has been 
raised by Sumitomo's stake in Goldman 
Sachs; the Japanese bank has no execu- 
tive role for the time being. The answer is 
probably that the syndicate would only 
need, or demand, an equity stake in an 
emergency. 

Will Cazenove's solution for coping 
with Big Bang catch on among other City 
firms? There are still several small mer- 
chant banking partnerships that may be 
feeling daunted by the swelling capital of 
their competitors who have rich parents, 
or by the American and Japanese invest- 
ment banks. Banks like Schroder Wagg, 
Robert Fleming and Baring Brothers may 
do well to copy Cazenove and to find out 
who their institutional friends really are. 


Clearing futures 


Kiss of LIFFE 


While other clearing houses are teaming 
up with foreign exchanges to meet the 
urgent need for 24-hour global settlement 
to match the rise in 24-hour global trad- 
ing, Britain's centralised commodities 
and financial futures clearing house, the 
International Commodities Clearing 
House (ICCH), is struggling to keep one of 
its biggest customers at home. LIFFE, the 
London ‘International Financial Futures 
Exchange, may not renew its five-year 
contract with ICCH when it expires in 
October 1987. It will decide this month. 
Clearing and settlement are not the dull 
back-room: businesses they used to be. 
Buyers and sellers have to be matched, 
securities delivered and payment settled, 
Volume ot 


contracts 
traded 
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Lost future? 





























across continents and speedily 
futures exchanges have internationalised 
especially quickly, because they allow 
companies trading abroad to hedge cur- 
rency exposures. Growth in futures trad- 
ing in America has risen from 13.6m 
contracts traded in 1970 to over 200m in 
1985. Clearing has had to try to keep pace 
with the market's needs. STR 

When financial futures exchanges first 
began to develop, many chose to keep 
clearing operations in-house.. Chicago 
Mercantile Exchange, one of the first, 
built its own. In ICCH, London was unique 
in having an independent commodities 
and financial futures clearing house, 
which also developed strong international 
business with futures exchanges in Syd- 
ney and Paris. Its experience in "soft" (ie, 
non-metal) commodities clearing. dates 
back to 1888. 

Five years ago, many felt that ICCH w 
the ideal partner for aspiring internatio 
al exchanges wanting to clear futures 
deals worldwide. British banks saw its 
potential, and in 1982 six of them joined 
forces to buy it from the Trustee Savings 
Bank for £55m ($82m). However, from 
its peak іп 1981 when it made pre-tax 
profits of over £8m, ICCH has watched its 
profits decline to under £5m in 1985. And 
now it is in danger of losing its prize 
customer. 

LIFFE's biggest complaint against ICCH is 
that it costs too much. LIFFE faces compe- 
tition from other futures exchanges, par- 
ticularly in Chicago, and needs to keep its 
clearing costs to a minimum, Two years 
ago, it forced ICCH's costs per contract , 
down from 35р to 73р. Even this is not 
enough. The Options Clearing Corpora- 
tion in America is prepared to- charge 
only 7% cents per contract for. the same 
service. This firm is keen to get as clients 
both LIFFE: and the London Stock Exg 
change, which subcontracts. its traded" 
options clearing to-ICCH. LIFFE’s other 
grumble is that ICCH is inflexible inde- 
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Technology shares are buyer-unfriendly 


With semiconductor prices rising since a microchip cartel was agreed 
between America and Japan at the start of August, Wall Street is beginning 


to like technology 


shares again, or hate them less. Be sceptical: the days 


have gone when electronics firms could predict 30% annual growth forever 


and be taken seriously ` 


Despite a rally in the past fortnight, Wall 
Street has treated technology shares 
more warily than other sectors during 
most of 1986. Since January, the Stan- 
dard & Poor's (s&P) 500 index of shares 
on the New York Stock Exchange has 
risen by 17% and the Dow Jones Indus- 
trial Average by 22%. 

Technology share indices have lagged 
well. behind: the Hambrecht & Quist 
(H&Q) technology index is up by only 8% 
since January; Kidder, Peabody's index 
has fallen 3%; the s&P electronic compo- 
nents index is down 2%. The technology 
indices have risen since mid-August but, 
semiconductor shares apart, they are still 
only following the market's rise. 

Most technology shares are now com- 
fortably above the dismal depths they 
plumbed in 1985, but still well below 
1983's heights. The index compiled by 
Hambrecht & Quist, a San Francisco 
firm of brokers and venture capitalists, 
was at its nadir in September 1985 (see 
chart). On September 8 1986, it stood at 
18% lower than its peak in mid-1983. 

One difficulty about quoting indices is 
that everybody's index defines a differ- 
ent batch of shares as "technology" 
ones: For example, H&Q's index, which is 
weighted according to each share’s mar- 
ket capitalisation, excludes IBM because 
of that company's vastness; and 5% of its 
index is made up of companies in bio- 
technology rather than in information 
technology. The 200-share Kidder, Pea- 
body index, which is also capitalisation- 
weighted, does include IBM (whose share 
price fell 9.5% in July alone). 

Why did technology drop out of fa- 
vour? First, because of weak capital 
spending on computers by American 
factories and offices. Domestic sales still 
account for up to two-thirds of the turn- 
over of American technology firms. Poor 
sales of computers have a knock-on 
effect on other industries. Fewer com- 
puters mean fewer peripherals, soft- 
ware, chips and other components, and 
less of the telecoms equipment used to 
hook machines together. 

Although 1985 was the worst year of 
the decade for computer sales, 1986 may 
run it close, despite monthly-repeated 
predictions that the industry is about to 
turn the corner. According to the most 
recent figures from America’s Com- 
merce Department, in the month of June 
new orders of computing and office 
equipment were 6% down on a year 
earlier. Shipments by American-based 
companies were nearly 9% lower. Since 
1984, a painfully. large proportion. of 


American spending on technology prod- 
ucts has gone to foreign suppliers. 

The slowdown is clear from IBM's 
results. Its post-tax profits for the second 
quarter of 1986 were 8% lower than a 
year earlier. AT&T is another casualty— 
its post-tax profits were 8.596 lower in 
the second quarter thanks to sharp price- 
cutting in telecoms and its costly invasion 
of the office equipment market. A spate 
of other poor results came out in July, 
despite the boost given to American 
companies by the dollar's decline. 

American companies invested in com- 
puters rapidly in the four years to 1984, 
encouraged in part by a tax credit of 
10%, which was used to subsidise the 
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purchase of computer and telecommuni- 
cations equipment. As companies 
feared, that credit will be removed in 
America’s new tax reform bill, provided 
Congress approves it. 

Besides, companies look glutted with 
electronics. Spending on computers now 
accounts for over 10% of all American 
capital investment (telecommunications 
adds another 7%), and companies may 
be unwilling to increase that proportion. 
As the American economy slows down 
(several current forecasts put its growth 
for 1986 at less than 1%), capital invest- 
ment, and so investment in high-techery, 
is likely to slow with it. Recently pub- 
lished productivity studies have ques- 
tioned whether breakneck computeris- 
ing is worthwhile. The problem is worst 
with personal computers, which have 
tended to be bought indiscriminately, 
and then under-used. 

<The news is not all bad. The market 
has found a few computer makers to 
applaud. Digital Equipment, Apple 
Computer (in quite a turnaround), Com- 


paq and NCR all disclosed good rises in 
profits in July, and have seen their share 
prices jump in response since. Mr Ter- 
ence Carleton, an analyst at Kidder, 
Peabody, characterises these as groups 
that have learnt to keep product cycles 
short and upgrades to existing products _ 
coming. 

The computer business absorbs two- 
fifths of all semiconductors sold in 
America. The slowing of that business, 
coupled with pressure from cheap im- 
ports from Asia and the resulting fall in 
chip prices, pushed America's chip mak- 
ers into a slump that led to the negotia- 
tion of the Japanese-American cartel. 
Since the start of 1984, s&P's semicon- 
ductor share index has fallen by more 
than a fifth. 

Optimists chirp that the worst should 
be over because the Japanese-American 
chip deal is raising prices and is supposed 
to increase American chip sales in Japan. 
They hope that most computer compa- 
nies bave used up the large stocks of 
chips which they accumulated in 1983- 
84. The chip industry's book-to-bill ratio 
was above 1 (meaning that new orders 
were coming in faster than products were 
going out) in the early part of this year, 
though it fell back again in July. 

The cheerfulness is probably mis- 
placed. Though the chip deal has raised 
prices, that may be at the expense of 
volume (if the deal holds) or be tempo- 
rary (if it collapses). Investors should 
count on extra sales in Japan for Ameri- 
can chip makers only when they see 
them. The difficulties in selling chips 
there have nothing to do with trade 
barriers, and a lot to do with vertical 
integration in the Japanese electronics 
industry. 

Even if higher chip prices were good 
for chip makers’ profits, they should be 
bad for the profits of consumers of chips, 
such as computer companies. In the past 
few weeks, those manufacturers have 
started complaining about the $1 billion 
or so which the deal transfers from them 
to Japanese chip makers, most of which 
are also rivals in the computer business. 

Nor are telecommunications equip- 
ment makers likely to do well. Competi- 
tion is becoming fiercer for long-distance 
telecoms firms battling against AT&T; 
and this is putting their purchasing plans 
into doubt, Some computer firms could 
be helped by a splurge of buying before 
America's tax credit vanishes, but this 
would depress sales after that. Through- 
out the technology sector, competition 
has become too intense and R&D costs 
too large to expect an early boom to 
match that in 1983-84. There will always 
be “buzz” shares (desktop publishing is 
the latest), but the days when investors 
could make a pile by investing in tech- 
nology indices seem over. 
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signing software for the financial futures 
and options markets. 

From ICCH's point of view, all this 
smacks of ingratitude. The whole idea for 
LIFFE's creation first appeared in an ICCH 
working paper, and it worked closely with 
LIFFE's first chairman, Mr John Bark- 
shire, to get the exchange off the ground. 

If ICCH were to lose these customers it 
would probably survive—but only just. 
Although it is likely soon to take on 
clearing for the London Metal Exchange, 
its resulting gain in commodities contracts 
would not make up for losing LIFFE. And 
the London Commodity Exchange (LCE), 
which ICCH also clears, has been less than 
buoyant (see chart on previous page). It 
has other tricks up its sleeve—eg, moving 
into clearing international equities—but 
its expertise outside commodities and 
futures is still untried. The blow would be 
a heavy one. 

It is more likely that a new manage- 
ment or ownership package for ICCH will 
be put together. Most international clear- 
ing houses are owned by their clearing 
members or the exchanges they serve. If 
LIFFE and perhaps the Stock Exchange 
were to take an equity stake and assume 
some management responsibility, ICCH 
would know what its customers wanted. 
Then wrangling over clearing costs could 
become a thing of the past. 


The yen 
Discounted 


TOKYO 


Mr Satoshi Sumita, the governor of the 
Bank of Japan, is making himself hoarse 
by repeating that he sees no reason to cut 
the central bank's discount rate. He 
croaked out the same message again on 
September 10th, adding that the yen had 
yet to peak against the dollar. That al- 
most seemed like a dare to the foreign- 
exchange market, whose part in this ritual 
is to remain convinced that a discount- 
rate cut will eventually come and will sap 


Perchance to peak ? 
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the yen's strength. Sure enough, the dol- 
lar has again risen back past Y155 as the 
Japanese currency has weakened. 

The account by the Japanese finance 
minister, Mr Kiichi Miyazawa, of his 
meeting on September 6th with the 
American treasury secretary, Mr James 
Baker, in which he said Mr Baker had not 
put pressure on him to cut the discount 
rate, did nothing to ease the market's 
frustration. Nor did the announcement 
on September 9th of growth in Japan's 
real GNP of 0.9% in the second quarter, 
which was better than expected. The 
government's Economic Planning Agen- 
cy agrees that it is impossible now to hit 
the official GNP growth target of 4% this 
year. Government economists had been 
the last to cling to the fiction that it might. 

The Bank of Japan thinks there is still 
enough credit in the economy to tide it 
over until growth can be revived by the 
fall in prices of imported raw materials, 
caused by the yen's sharp appreciation 
against the dollar. Because of Japan's 
complex distribution system and the high 
proportion of raw materials in the coun- 
try's total import bill, private economists 
say that it takes an average of seven 
months for cheaper raw material prices to 
work through to retail prices. The hope is 
that lower retail prices will then begin to 
offset the more immediately depressing 
effect of a strong yen on export earnings. 

The government is due to launch a 
proposed Y3.5 trillion ($22.5 billion) sup- 
plementary budget on September 19th, 
but everybody in Tokyo now expects this 
to be a largely cosmetic affair. Nomura 
Research Institute reckons that in the two 
years after such a budget real GNP would 
be boosted by only 0.2% for each extra 
Y1 trillion of spending, so the budget 
might lead to an increase in GNP in late 
1988 of about 0.7% in all. Mr Miyazawa's 
measures might bring help to the most 





troubled regions and sectors, but —-— 
else is excited. 

Nonetheless, foreign-exchange dealers 
can look forward this month to a boost in 
the volume of their business. During 
September, the launch of a new batch of 
investment trusts in Japan is expected to 
give fund managers some Y200 billion of 
new money to spend. With Japanese fund 
managers starting to reduce their expo- 
sure to the overheated stockmarket 
(some funds are cutting the proportion of 
their assets invested in shares to 50-6096 
of the total from their previous 80%), a 
chunk of that new money should find its 
way into foreign currencies, foreign equi- 
ties or foreign-currency denominated 
bonds. 

Foreign-currency bonds, especially 
American Treasuries, have long been a 
big favourite of institutional investors, 
such as life insurance companies and trust 
banks. In recent weeks, they have bee 
net buyers to the tune of $2 billion à 
week. On one estimate the combined 
effect of the new fund money and existing 
foreign-bond buying could cause $1.5 
billion of dollar-buying in the second half 
of this month. Other things being equal 
(which they rarely are), that should weak- 
en the yen and strengthen the dollar. 


American bond markets 


Over-inflated 


NEW YORK 


Hopes that America's Federal Reserve 
will snip a bit more off its interest rates 
this month are fading. This sudden 
change in thinking has sent the American 
bond market reeling. Long-term bond 
yields jumped 40 basis points (hundredths 
of a percentage point) in the five trading 
days to September 8th to 7.6%—their 
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September, 1986 


Ordinary Shares of 25p each 


| The British Petroleum Company p.l.c. 


have been placed with investors in the 
United Kingdom and internationally | 
on behalf of 


Guinness PLC : 


by. E 


| : . Salomon Brothers International Limited : ; Hoare Govett Limited 





(Сал, Schweppes MANAGEMENT PROVEN IN TIEN MARKET PLACE. оте ‘AGEMENT PROVEN INTHE MARKET PLACE. 


ена Results 94 Weeks ended Mth Ju une 1986. 
Half Year Half Year 
1986 1985 
£m > £m % Change 


Sales 787.3 8472 —71% 
Trading Profit 48.7 44.4 +9.7% 
Profit before Tax 43.1 33.8 +27.5% 
Earnings per Share 4.68p 3.39p +38.1% 
Dividends per Share 1.80р 160p +12.5% 


Schweppes 


@ Canada Dry — World-wide rights acquired for $140m (£93m). 
@ Dr. Pepper — $17.5m (£12m) invested for 30% share. 
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€ These two key investments give Cadbury Schweppes international leadership in the non-cola 
carbonated soft drinks market. 


€ Beverages & Foods Division sold for £97m. 


€ Cadbury Schweppes’ New Zealand business sold to Cadbury Schweppes Australia in return 
for increased shareholding. 


€ Sale of the Health and Hygiene Division and other non core businesses will enable the 
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> company to concentrate on those businesses it knows best — confectionery and soft drinks. 
ж 
3 € Increased earnings per share and an increased dividend highlight significant progress in the 
E first half of 1986. 
m 
“I am confident that the progress made in the first {ы 1 e. С. 
six months will be continued throughout the year." 
Chairman 
1 SALES AND TRADING PROFIT 
BY GEOGRAPHICAL REGION 
E Half Year Sales Trading Profit 
E 1985 1985 
а £m 
Z United Kingdom :9 4211 
4 Europe 11.2. 
3 North America 157.5 
B Australia 108.2 
5 Other Overseas 249.2. 


847.2 





> Тһе cash dividend will be paid on October 27th to shareholders on the Банн. of Members at ihe close of business on 
x : 25th September 1986. А scrip alternative is available to shareholders. - 

3 Copies of the full statement will be sent to all shareholders and further copies are available from 

: > Department S, The Берени Cadbury Schweppes ple t ч Connaught Piace, London w2 ZEX. 

E 
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highest rate since June. 

One reason for the movement is re- 
newed fear of a resurgence in inflation. 
This is reflected in a steepening of the 
yield curve on Treasury bonds. Higher 
yields are being demanded on long-term 
bonds than on short-term instruments, 
because investors now fear higher infla- 
tion during the lifetime of the bond. The 
gap between three-month bills and 30- 
year bonds has risen to 230 basis points, 
its widest since January and up from 105 
in April (see chart). 

The stockmarket, which has followed 
long-term bond prices fairly closely dur- 
ing the past two years, parted company 
with bonds in the week to September Sth, 
during which the Dow Jones Industrial 
Average hit a new high of 1,920. By 
September 10th, however, it had fallen 
back. More important than the index's 
move was a switch by investors out of 

ompanies which would benefit from low- 
т interest rates (eg, banks and utilities) 
into those which stand to benefit from 
faster growth and inflation (eg, capital 
goods and consumer durables). 

Only a few weeks ago, both markets 
were fretting about deflation rather than 


Golden inflation 


The gold price has slipped after hitting 
its highest level for three years, but gold 
bugs feel confident that it will move up 
again. When the metal hit $420 an ounce 
on September 8th, it had gained $30 in 
one week—and was 33% higher than its 
average price during 1985. 

By September 10th, it had fallen back 
a little. But it is fluctuating rapidly, and 
moving-averages for its price over long 
and short periods still show a rise. Mar- 
keteers use both indicators as signs of a 
buoyant market. They think that $500 
gold this year is possible. 

Supposedly, sanctioneers are trying to 
cut South Africa’s earnings of foreign 
exchange. Instead the commodity from 
which it gets half its exchange earnings is 
going through the roof. This is because 
no sanctioneer is willing to act against 
the gold price, and gold purchasers are 
frightened that internal riots and strikes 
might cut South Africa’s supplies. 

The main economic arguments for the 
metal’s rise are circular, but devoutly 
believed in regardless. Some buyers say 
that falling interest rates should encour- 
age money to move into gold. Others say 
that renewed fears of inflation (which 
would mean higher interest rates) en- 
courage them to buy gold also. 

Events in Japan are also underpinning 
the market. The Hirohito gold coin, 
issued to commemorate the 60th anni- 
versary of the accession of the emperor, 
will become legal tender in November. 
They will be worth Y100,000 ($645) 
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inflation, and a further cut in America’s 
discount rate seemed likely; now there is 
talk that the next move in interest rates 
could be up, not down. Why the turn- 
around? First, America’s employment 
figures for August were much better than 
expected—the unemployment rate 
dropped for the third successive month, 
to 6.8%—suggesting that the economy is 
picking up steam and therefore that Mr 
Paul Volcker, the Fed chairman, will feel 
less need to trim the discount rate. Sec- 
ond, some investors are worried about 
the rise in prices of precious metals (see 
box below), which have long been regard- 
ed as thermometers of inflationary 
expectations. 

The market's fears about inflation have 
been overdone. While America's domes- 
tic demand continues to drain overseas, 
the prospects for stronger growth remain 
poor. Some bond watchers reckon that 
the steepening of the yield curve is a long- 
overdue correction, rather than the result 
of a fundamental switch in inflationary 
expectations. Back in July, the yield 
curve was unusually flat for this stage in a 
bull market. 

What does all this mean for interest 


apiece—well above their present bullion 
value. Japan has already bought around 
220 tonnes of gold for the coins. There 
are rumours of an extra 100-tonne pur- 
chase late this year or early next. 

Gold bugs are also encouraged by the 
fact that the metal still looks relatively 
cheap in many currencies other than the 
dollar. Although gold has been rising in 
recent weeks on dollar markets, it is near 
to new lows in yen terms. Japanese 
investors still find gold tempting. 

How high might it go? Not to the 
stratosphere. For gold to reach its $900 
peak, set in 1979, upward forces would 
have to be much stronger than any of 
them look now: inflation would have to 
rocket and stockmarkets tumble. 
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The gap widens 


Yield on US Treasury: 


Jan Feb Mar Apr May June July Aug Sept 


1986 
Sources: Federal Reserve; Salomon Brothers 





rates? Any additional signs of an econom- 
ic rebound will make the Fed more cau- 
tious, but few economists believe that 
interest rates have bottomed yet. How- 
ever, hopes of a co-ordinated cut in 
interest rates with Japan and West Ger- 
many have dimmed. The Bank of Japan 
remains firmly opposed to any reduction 
(see previous article); and West Germa- 
ny's second-quarter GNP growth, 3.396 up 
on the same quarter of 1985, has reduced 
the pressure on the Bundesbank to trim 
its discount rate. 


Hongkong banks 
Wrong tune 


The Hongkong government is starting to 
sound like Ado Annie in “Oklahoma!”’: it 
just cain't say no. On September 8th, Mr 
Robert Fell, the banking commissioner, 
announced that he was taking control 
(but not ownership) of Hong Nin, a small, 
family-owned Chinese bank. This is the 
seventh time in the past three years that 
the Hongkong government has rescued a 
local bank, despite repeated official 
claims that it will no longer come to the 
aid of troubled banks. 

When Hang Lung Bank, the first of the 
seven, was bailed out in September 1983, 
Sir John Bremridge, the then financial 
secretary, said its fall could damage the 
colony's financial reputation. The bank 
faltered only days after a slump in confi- 
dence over the future of Hongkong sent 
the Hongkong dollar to a record low. For 
the rescue, Sir John used money from the 
government's Exchange Fund which to- 
tals HK$38 billion ($49 billion) and exists 
to stabilise the territory's currency. This 
use to protect the interests of bank depos- 
itors has prompted repeated, but futile, 
calls for the establishment of a deposit 


79 








FINANCE 


insurance scheme in Hongkong. 

In June 1985, the Overseas Trust Bank 
and its subsidiary, Hongkong Industrial 
and Commercial Bank, were rescued with 
a capital injection of HK$2 billion from 
the Exchange Fund. Officials again wor- 


_ ried aloud about the damage that could 


be done to Hongkong's financial reputa- 
tion by a banking collapse. They also said 
that OTB's fall might pull down “at least 
eight" small locdl banks. Sir John said 
he hoped this would be the last such 
bail-out. Thus reassured, Hongkong's 
legislators approved the use of the Ex- 
change Fund's money, albeit reluc- 
tantly. 

This was, indeed, the last time the 
legislators were consulted. But it was not 
the last bail-out. The next month, the 
Hongkong government secretly arranged 
a guarantee of HK$1 billion for the 
purchasers of Ka Wah Bank, China 
International Trust and Investment Cor- 
poration, an institution from mainland 
China. In December 1985, the govern- 
ment supported Wing On Bank as part of 
its acquisition by Hang Seng Bank, a 
subsidiary of Hongkong and Shanghai 
Banking Corporation. In March 1986, the 
government opened yet another credit 
line to rescue a Chinese family-bank, the 
Union Bank of Hongkong, passing man- 
agement of the bank to Jardine Fleming, 
a merchant bank. 

This leaves the Hongkong government 
as a leading local banker as well as a bank 
regulator, still engaged in helping the 
recovery of four banks—Hang Lung, 
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Sold with givamment uplift 


HICB, OTB, and now Hong Nin. The latest 
will be managed by a team seconded from 
Standard Chartered, helped by a credit 
line from the Exchange Fund. Hong Nin 
was courted for a while by First Pacific 
Holding, a finance group in Hongkong 
that has been shopping for a local bank 
since 1983. First Pacific found some 
HK$160m-worth of doubtful loans, com- 
pared with shareholders’ funds of only 
HK$133m. The 64-year-old bank holds 
deposits of HK$300m through four 
branches in Hongkong. 

The government is trying to get rid of 


Rushing to gaijin ghetto 


The flow of foreign companies listing 
shares on the Tokyo stockmarket is, like 
the market itself this year, on the up and 
up. On September 9th, the Canadian 
Imperial Bank of Commerce became the 
30th foreigner to join the Tokyo Stock 
Exchange’s foreign-stock division. Next 
week, the list will be swollen further by 
Smithkline Beckman, an American 
drugs company, and Detroit’s Chrysler. 
In early October, West Germany's Com- 
merzbank plans to make it 33. 

The market's gaijin (foreigner) ghetto 
still accounts for only a tiny proportion 

of the Tokyo Stock Exchange's total 
trading volume, but business is growing. 
Thirteen of the 30 are banks, reflecting 
Tokyo's increasing importance as a fi- 
nancial centre. Most of the 30 say that a 
listing should make it easier to tap the 
abundance of Japanese capital. Actual- 
ly, in today's increasingly international 
markets, there is not much evidence that 
it does because there are so many means 
to channel securities to the Japanese, or 
through which to recycle Japanese funds. 


TOKYO 


A simpler and more plausible motive is 
publicity: a listing is one way to demon- 
strate a long-term commitment to doing 
business in Tokyo and to “24-hour 
markets". 

Foreign shares are a growth industry 
with Japanese investors keen to diversify 
their portfolios out of purely domestic 
shares. Transactions in foreign equities 
(ie, not just those listed in Tokyo) by 
Japanese trebled from $824m-worth in 
June 1985 to $2.5 billion in June this 
year. This has helped boost trading in 


Turnover of foreign equities listed in Tokyo: 
Li Volume ('000) Value (Ym) 

Daily Total — Daily 
Average Average 
24 7,949 27.9 

2.1 6,352 223 

45 18,257 64.1 
17.4 126,858 443.6 

1 16.8 93,118 324.5 
21 131,424 461.0 853,336 2,994.0 
30 231,059 1,216.1 755,490 3,976.3 


Source: Т Stock . “ell 3t. 
к О? Exchange. "eight months to August 


Total 
670 
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its charges. The unloading of Hang Lung 
has been postponed from last spring until 
early next year, according to Mr David 
Nendick, the secretary for monetary af- 
fairs. He also hopes to dispose of Hong- 
kong Industrial and Commercial Bank at 
around the same time. Until then, Mr 
Nendick апа Mr Fell can only hope that 
the new Banking Ordinance, which took 
effect on September 1st and imposes strict 
liquidity and capital-to-asset ratios on 
banks in Hongkong, will leave the two of 
them more time to regulate and less need 
to rescue. 


Tokyo-listed gaijin (see table). 

Although the exchange set up its for- 
eign-stock division in 1973, trading 
moved slowly for most of the first few 
years until Japan started to make listing 
requirements for foreigners cheaper and 
less onerous. In 1979, it reduced the 
minimum qualification for a company 
from annual profits of Y3 billion (then 
worth $13.7m) and assets of Y20 billion 
to annual profits of Y2 billion and assets 
of Y18 billion. It also cut the fees. Yet in 
1982, three firms—Amax, Paribas and 
Atlantic Richfield—delisted because of 
cost and form filling. 

Since then, the paperwork has been 
cut. Foreign companies no longer have 
to submit a separate Japanese audit; they 
now need report to the Ministry of 
Finance only half yearly rather than 
quarterly; and their dividend taxation 
has been put on the same basis as 
domestic companies. Less paperwork 
also cuts what can be hefty translation 
fees. That—coupled with vigorous mar- 
keting by Japanese stockbrokers in 
search of listing fees—helped attract ten 
new listings in 1985 and another nine 
(including Eastman Kodak on August 
26th) so far this year. 
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А buyers’ market 
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for the better 


Pension funds, life assurance 
‘companies, fund managers and 
unit trusts are the biggest inves- 
ors on the London Stock Ex- 
_change. They own British equi- 
ties valued at roughly £210 billion 
($315 billion) —7096 of the capi- 
talisation of the Stock Exchange. 
(They also hold maybe £50 billion 
in foreign securities; and own 
"property, at home and abroad, 
worth another £35 billion-40 
billion.) 

Before Big Bang, some bro- 
;kers have already reduced their 
commissions, especially for the 
nstitutional Leviathans, by dis- 
‘counting in kind—eg, supplying 
hose customers with screen- 
“based trading systems. For some 
“institutions, fixed commissions 
n gilts purchases have all but 
vanished; on equity deals, they 
have been substantially eroded. 
Even so, institutional investors 
саге paying whopping bills. The 
otal bill for equity dealing by 
titutions last year is put at over 
| £100m (on a total stockmarket 
turnover of £137 billion). 

"Under the new system, institu- 
tions will buy shares from three 
Ources:  market-makers that 
ote à net-net price (ie, offer 
shares at a fixed price, with no 
commission); market-makers 
that quote a net price (ie, con- 
ains.an element of commission); 
апа broker agencies, which act as 
_ middlemen with the market-mak- 
rs and will negotiate a commis- 
ion. Although the broker agen- 
‘cies will start with à disadvantage 
"(deals with them will attract VAT, 
-with market-makers they will 
;not), many institutions say they 
will still sometimes use broker 
"agencies—eg, to preserve their 
anonymity. 

The Post Office's £10 billion-11 
billion pension fund has 15% of 
its cash in index-linked securities, 
:1096 in gilts and 50% in British 
quities. (The rest is in property 
and foreign securities.) Of its 
"British equities, the fund has а 
75-80% "core" equity holding, 
which changes little. Its actively 
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After October 27th, when fixed commissions and ато оде 
| (ie, the separation of broking and jobbing 
abolished, the relationship between the London Stock Ex- 
change and Britain's institutional investors, corporate cli- 
.ents and private punters will change dramatically. Largely 


are 


dealt equities amount to no more 
than 15-20% of its total. Yet its 
commission bill on all securities 
dealings is between £3m and £4m 
a year. After Big Bang, it expects 
this to fall by between a half and 
two-thirds. On equity dealing in 
London, it is looking for a fall of 
60%. 

Most institutions are less opti- 
mistic. Standard Life, a life assur- 
ance company, expects a fall of 
only 30%, Sun Life Investment 
Management Services 25%, the 
Electricity Supply pension fund 
25% and the pension funds of 
British Gas 50%. (On gilts pur- 
chases, most institutions expect 
to deal on a net-net basis—ie, to 
pay no commission.) 

The pre-Big Bang commission 
on equity deals is not only fixed 
but has hidden extras. Institu- 
tional investors deal with be- 
tween 20 and 45 different bro- 
kers, many of which produce 
research papers on the British 
and foreign stockmarkets, sectors 
of British industry, the economy 
and individual companies. These 
are sent to institutional clients 
whether or not they want them, 
and the client pays for them 
through the fixed-commission 
system. Much of what lands on 
their doormats is unwanted, a 
repeat of information found else- 
where or fourth-rate rubbish. 

After Big Bang, the institu- 
tions will pay a fee only for the 
research that they want. How 
much? Because the cost of re- 
search in the past has been sub- 
merged in commissions, nobody 
knows what it is worth. Pruden- 
tial Corporation, which has £8 
billion invested in British equi- 
ties, says it will be looking criti- 
cally at the quality of research it 
pays for, expects to haggle a lot 
over price, but thinks it will be 
three to six months before a fair 
pricing system emerges. 

Among the research depart- 
ments that are likely to thrive and 
which already have a good repu- 
tation with the institutions are 
those of Edinburgh-based Wood 


Mackenzie (now. part of Hill 
Samuel), James Capel (owned by 
Hongkong and Shanghai Bank- 
ing Corporation) and Hoare Go- 
vett (belonging to Security Pacif- 
ic, a Los Angeles financial 
conglomerate). Many brokers’- 
research departments will not 
survive. Nor will some market- 
makers and broker agencies. 

After Big Bang, the institu- 
tions will not be spreading their 
buying and selling orders across a 
large number of firms. Most ex- 
pect to be dealing with no more 
than half а dozen of the bigger 
boys, using the smaller specialists 
only occasionally. By concentrat- 
ing their dealing power among 
the few, institutions hope to be 
able eventually to negotiate finer 
commissions. 

Nor does it matter much to the 
institutions whether or not those 
few are British or foreign-owned. 
Most of the bigger institutions 
already have had dealings with 
American investment houses. 

The institutions will be looking 
for the cheapest and most effi- 
cient dealers, particularly on big 
blocks of shares of, say, 1m-plus 
for blue-chip companies. Under 
trust law, pension funds are 
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fund of British Rai. for instance, 
plans to hand over the manage- 
ment of its £4.5 billion to, per- 
haps, half a dozen fund manag- 
ers. With top-notch fund 
managers now commanding six 
figure salaries, British. Rail has 
found it impossible to recruit or 
retain (within its own. salary 
structure) experienced profes- 
sionals; the fund has reduced its 
full-time. staff over the past two 
years from 100 to 20. 

Among the outsiders short-list- 
ed by British Rail are the funds’ 
two existing outside . advisers, 
Warburg Investment Manage- 
ment and Hill Samuel Investment 
Management, as well as Pruden- 
tial Corporation, which, like 
many life offices, is essentially a 
fund manager. Unilever, with a 
fund worth £1.6 billion, is follow- 
ing suit for the same reasons; th 
funds of the National Coal Boar 
and Ford UK may not be far. 
behind. The outside managers 
are likely to be paid on perfor- 
mance rather than a fixed fee. 

Other pension funds may farm 
out only part of their portfolio. 
Half the equities of Britain's 
General Electric Company's pen- 
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obliged to get the best deal possi- 
ble; Some institutions are already 
dealing in foreign equities on a 
net basis through the internation- 
al dealerships-of London brokers 
or through the City branches of 
big American brokers. This has 
given the British institutional in- 
vestor valuable experience in the 
run-up to Big Bang. 

Most institutional investors put 
the capacity to handle large or- 
ders high on their list of priorities 
in choosing a broker agency or 
market-maker. That means they 




















and efficient back-room. 


Some of the middle-rank pen- 


sion funds are opting out-of man- 
aging their own money, partly as 


will favour firms with à strong: 





sion funds, which have a total 
value of £1 billion, are managed 
jointly by two merchant banks, 
S.G. Warburg and Robert Flem- 
ing, at a cost last year of 
£388,000. 

Some of those who plan to farm 
outallorpartoftheirportfoliossay 
they will keep a close eye on the 
outside managers. They may need 
to. The Stock Exchange's own 
safeguardsagainst malpractice are 
inadequate. 

Recently, rules prohibiting 
churning of portfolios (ie, exces- 
sive dealing to generate commis- 
sion) and manipulative or decep- 
tive trading were replaced Бу а 
general principle that firms “‘han- 





dle their business. ina manner 


which is fair and consistent with 
good market practice". 

Potential conflicts of interest 
abound in the new financial con- 
glomerates. For example, should 
a fund manager accept advice 
from a brokerage company of an 
investment bank to which they 
both belong? This may encour- 
age pension funds and others to 
look for independent managers, 
particularly among the Scottish 
firms. A chance for Edinburgh to 
become to London what Boston 
is to New York? 


Small is beautiful, 
again 

Joe Public indirectly owns shares 
through unit trusts, pension 
Schemes and insurance policies. 
The institutions are his trustees 
and by and large secure him a fair 
deal. In the past, the small inves- 
r wishing to deal with a broker 
directly has been bottom of the 
pile. After Big Bang, when com- 
mission rates from institutions 
fall, some brokers will be wooing 
the small investors who started 
returning to the stockmarket dur- 
ing the last bull run (see chart 1). 
Not all will get a good deal. 

In 1966, 2.5m people held 
shares directly—now over 4.5m 
. do. The privatisation of British 
Telecom 1n 1984 created 2m new 
Shareholders, and the Trustee 
Savings Bank has received 2.4m 
inquiries about its £1.2 billion-1.4 
billion coming flotation. Since 
1980, some 1,200 firms have giv- 
en their employees shares as a 
form of remuneration, and twice 
that number have introduced 
stock-option schemes for execu- 






tives. The ranks of the small 


investor could swell after January 
1 1987, when the Personal Equity 
lan (PEP), which gives individ- 
ls tax breaks on purchases of 
shares and unit trusts up to #200 а 
month, comes into effect. 
Pre-Big Bang, deals of up to 
£7,000 carried a commission of 
1.65%, subject to a minimum 
rate of £12. The chatty and ill- 
informed investor who took up 
hours of a broker’s time got a 
great deal; the expert amateur 
who knew what he wanted was 
stung. Big Bang will change that. 
After October 27th, brokers 
will cater for three types of small 
investors: 
€ Knowledgeable punters, who 
want a no-frills service. The com- 
mission rate is likely to be about 
71%. This may not be immediately 
profitable but the new computer- 
ised settlement system, Taurus, 
which is expected to be fully 
© operational in a year or so, 
Should bring down small-deal 





€ Discretionary clients, who per- 


mit the broker to invest on their 
behalf. Brokers, such as James 
Capel and Quilter Goodison, 
which want to build up their pri- 
vate-client list, are negotiating 
with market-makers for prices at 
"touch" (the best available), pro- 
vided the market-maker is given 
all of the brokers" small. deals. 
This means clients will get the 
cheapest prices. They will also 
get more information—a print- 
out of the name of the market- 
maker and the time of the deal. 

€ Advisory clients, who want to 
be consulted before a broker 
deals for them. They will pay 
more for their luxury service, 
either in higher commissions or a 
steep annual management 
charge. The richer clients (those 
with £250,000-plus to invest) 
could find themselves better ca- 
tered for by one of the American 
securities houses, such as Shear- 
son Lehman, which believes that 
people want to make their own 
investment decisions, but with 
good back-up research. 

All private clients should be 
aware of potential conflicts of 
interest. Their brokers will prob- 
ably be making markets in some 
of the shares in their portfolios. 
How objective will they be? 
Quilter Goodison, one of the 
biggest of the private-client bro- 
kers, fears not very, and has 
decided not to make markets. 

The mini-investor with a few 
thousand pounds to spare can 
bypass. traditional brokers alto- 
gether and go to a share shop, 
which sells shares and gilts over 
the counter like cabbages and 
carrots. Quilter Goodison set up 
three: retail outlets (two in De- 
benhams' department stores); 
Midland. Montagu, the invest- 
ment banking arm of Midland 
Bank, has bought a provincial 
retail broker, Smith, Keen, Cut- 
ler. Barclays Bank, which al- 
ready buys and sells shares for 
customers, plans a full broking 
service (ie, advice and research) 
through about 300 of its 
branches. Each will have a SEAQ 
screen, to get the best prices, and 
share certificates will take mere 
minutes to draw up. Commis- 
sions will probably rise to about 
2% for these high-street share- 
shoppers, with a £15 minimum. 


In better company? 


Big Bang will also change the way 
that corporations, which raised 
over £5 billion in new equity in 
1985 (see chart 2), deal with the 
City. Raising money will be 
cheaper for British blue-chip 
companies. Deregulation has at- 
tracted big and efficient Ameri- 








сап and Japanese banks and in- 
vestment houses into the City to 
fight for corporate business. Be- 
cause of this competition, one big 
British company reckons it could 
save between 0.1-0.2% of financ- 
ing costs if it were to use Japa- 
nese banks. On an issue of 
f200m, this means at least a 
£200,000 saving. 

The “bought deal" is the cost- 
saving American innovation in 
equity finance that has caught the 
imagination of cash-hungry Brit- 
ish companies most, although it 
will not become commonplace 
until (unless?) shareholders' pre- 
emptive rights are abolished. A 
bought deal works like this: an 
investment bank or broker takes 
the whole of an issue on to its 
books and then places it with its 
investing clients, quickly and 
cheaply. Most British financial 
firms have not had the capital to 
do them in the past but the spate 
of City mergers and capital rais- 
ing to back up the new securities 
businesses has changed that. 

The new financial conglomer- 
ates are riddled with potential 
conflicts of interest, which could 
affect the corporate client as 
much as the institutional or pri- 


Net new equity issues 
in Britain 
Quoted companies only 


*First eight months at 
annual rate 
Source: Bank of England 


vate investor. Witness the scan- 
dal of Windsmoor, a British 
clothing company brought to the 
stockmarket by America's Chase 
Manhattan. Employees of Simon 
& Coates, the  stockbroker 
bought by Chase last year, 
stagged the issue and made a 
mint. Windsmoor sacked Chase, 
but Chase did not sack the em- 
ployees concerned (their profits, 
however, were handed to chari- 
ties). The episode provides a 
valuable lesson for corporate cli- 
ents. After October 27th, the 
merchant bank that floats the 
issue may also be making markets 
in the shares. 

British companies are also go- 
ing to have to pay far more atten- 


problems for London. 
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tion to their investors, especiall 
the institutions which own 7095 
of British companies. Merrill 
Lynch anticipates a threefold in- 
crease in trading volume after Вір. 
Bang and more speculative deal- 
ing—which means gyrations in. 
share prices. In order to counter- 
act the wild swings, companies 
are preparing to tell their inves-. 
tors more, and more regularly. 
Institutional investors are also 
likely to forge closer links with 
companies in which they invest, 
Those that doubt the objectivity 
of their brokers’ research ar 
building up their in-house r 
search teams. 

As well as the traditional inves- 
tor, there is a new type of inves- 
tor for the companies to deal 
with—the market-maker. Under 
the current single-capacity sys- 
tem, brokers liaise with compa- 
nies and investors, and jobbers 
make prices in the stocks on the. 
floor of the Stock Exchange; jot 
bers do not deal direct with inve 
tors. There are only 13 jobbing 
firms, and as few as five big ones. 
Even giants such as ICI and Shell 
Transport and Trading have only 
two jobbers making prices 
their shares. Most companies 
have only one. 

Market-makers are completely 
different. There are going to be 
at least 35 equity market-makers 
and they will be part of broking 
firms and usually of a bank as. 
well. They will display their. 
prices on a nationwide screen. 
linked to the Stock Exchange 
Automated Quotations (sEAQ) 
system. They can take large posi 
tions in a share—becoming,. i 
effect, short-term investors. And 
ICI is ‘likely to have at least 20. 
market-makers quoting prices in 
its shares. Companies will have t 
build direct links with them; they 
could cause huge swings in share’ 
price. 

Smaller companies are mo 
worried, fearing that the hotting, 
up of interest in blue-chip shares. 
could wipe out the market for. 
their own shares. They are proba- 
bly being unduly pessimistic. 

The closest equivalent to new-: 
style London is the National As 
sociation of Securities Dealers, 
an American screen-based ex- 
change of 500 market-makers in 
the shares of about 5,000 smalle 
American companies. Its daily 
trading volume is around $250. 
billion and it claims to be the 
third biggest world exchange af- 
ter New York and Tokyo—but | 
suffers often from liquidity 
crunches, which means that in- 
vestors cannot easily sell their 
shares. This leads to volatile 
share prices. Some fear similar: 
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Technology versus the 


pyramids 


The pharaohs should be pleased. Their 

architects employed the most advanced 

technology of the day to build their mas- 

sive tombs. Today's Egyptologists are 

also using the latest methods to study 

these monuments and try to ensure that 
ey survive. 

Instead of pick-axes and pistols, mod- 
ern archaeologists are more likely to 
wield lasers, X-rays and ultra-sonic de- 
vices miniaturised so that they can be 
carried on to aeroplanes and into the 
narrow passage ways of ancient tombs. In 
May this year, for instance, two French 
architects examined the Great Pyramid of 
Cheops with a gravity meter, which re- 
cords minute changes in the gravitational 
field and is normally used by civil engi- 
neers to detect cracks or other structural 
flaws in the foundations of nuclear power 
plants and hydro-electric dams. They dis- 
covered previously unknown spaces be- 
hind walls eight feet thick in the corridor 
leading to the so-called Queen's Chamber 
deep within the pyramid. 

In a recent follow-up mission, the two 
French amateur archaeologists, aided by 
technicians from France's national elec- 
tric company and its subsidiary geophysi- 





Egyptian mummies preserve within their 
wrappings intimate details of life 3,000 
years ago. (Older ones fell apart; youn- 
ger ones suffered from cut-price em- 
balming.) Problem: unwrapping the em- 
balmed body is destructive—and there 
are only so many mummies left to dis- 
member. Solution: use medicine's non- 
destructive techniques to “look” inside 
the bandages. 

Computer-aided tomography (CAT) 
scanners—the machines that are used to 
find tumours in patients—are being used 
on mummies. By rotating an X-ray 
source and an image receiver in opposite 
directions around the body, the archae- 
ologist can home in on single layers of 
tissue. By continuously recording the 
images of one full rotation on film, they 
get a three-dimensional image. 
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cal prospecting company, drilled three 
holes through the wall but ran into an- 
cient mortar and more than a foot of 
powdery fine sand. The French suspend- 
ed work on September 8th because, a 
spokesman said, the drill they were using 
was unsuitable for sand. 

Far from being discouraged by the 
finding, the French team and supervising 
Egyptian officials believe that there is too 
much sand to have served merely as a 
cushion for lowering one of the pyramid’s 
24m blocks of stone or as a shock absorb- 
er against earthquakes. Dr Ahmed 
Kadry, director of the Egyptian Antiqui- 
ties Organisation, said the French drilling 
engineers also found some “royal” Tura 
limestone, a relatively soft material used 
for sculpture and ornamentation rather 
than structural purposes. Dr Kadry is 
convinced that there is a cavity and the 
sand is around its walls. 

The two architects, Mr Gilles Dormion 
and Mr Jean-Patrice Goidin, have sug- 
gested, on the basis of well-known struc- 
tural anomalies within the otherwise geo- 
metrically precise pyramid, that the 
builder concealed storerooms for treasure 
as well as a second entrance and corridor 





The French found sand 


leading to a secret burial chamber. The 
mummy of Cheops may still lie there, 
undisturbed for 4,600 years. But a second 
gravimetric analysis in the chamber 
where the pharaoh is assumed to have 
been buried did not confirm the French- 
men’s theories that another room lies 
hidden off the north-west corner of the 
known chamber. 

If the team eventually finds a room, it 
will employ a method known as endosco- 
ру, used by doctors to examine the inter- 






Getting under mummies' skins 


Using the X-ray image for navigation, 
scientists can then explore any interest- 
ing objects or organs inside the body 
using an endoscope. This is a narrow 
illuminated tube that is inserted through 
the body's natural cavities. It can be 
pointed in any direction and any obstruc- 
tions, such as fluid, can be sucked out 
through the tube. Tiny samples of tissue 
can be gathered along the endoscope's 
path using forceps. 

Once out of the confines of the fragile 
body, the tissue can be explored in a 
number of ways. Stains which change 
colour according to the chemical make- 
up of tissues add details to the external 
picture of cells painted by an electron 
microscope. Dehydrated fluids are re- 
constituted in much the same way as 
packet soups, and the cells suspended in 
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no longer have to be taken by force. 





the fluid to be examined at leisure. 

The mummy's face сап be reconstruct- 
ed by preparing plaster casts of the two 
halves of a skull. These are moulded 
together, and covered with standard 
thicknesses of "flesh" to pad out the 
face. Details of facial hair gathered by 
electron microscopy complete the mod- 
el. Forensic scientists have used this 
technique, plus one devised to finger- 
print mummies (by making a rubber 
mould of available digits covered with 
eight layers of acrylic paint) to identify 
more recent corpses made anonymous 
by decay. 

The value of non-destructive tech- 
niques is that the secrets of the mummies 



















Though many mummies are still in Cai- 
TO's museums, an international data base 
has been set up at the Manchester Muse- 
um in Britain to keep a permanent 
record of every mum's secret. 
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‘nal organs of the human body. For the 


pyramids, this involves inserting a rigid - 
stainless steel tube containing a series of 


lenses and an accompanying lighting sys- 
tem into a cavity to enable the scientists 
to see and photograph the contents with- 
out damaging them with twentieth-centu- 
ry pollution. This process has already 
been used in excavating Etruscan tombs 
in Italy. 

Photography of another sort is involved 
in what may become the most ambitious 
archaeological conservation project in 
Egypt or anywhere else—an attempt to 
save the priceless wall paintings in the 
3 ,200-year-old tomb of Nefertari, the fa- 
vourite wife of Ramses II. 

Salt crusts—apparently caused by an- 
cient rainwater mixing with sand—began 
to destroy the paintings, causing the plas- 
ter ori which tliey were painted to detach 
топу ће rock walls, even before the tomb 

was discovered in 1902. The monument, 
one of the finest in Upper Egypt's Valley 
of the Queens, has never been open to 
the. public for fear of accelerating 
deterioration. 

* A team of scientists from a variety of 
countries and specialities, ranging from 
space science to petrology, thermography 
and laser microluminescence. spectrosco- 
py (a method of identifying organic mate- 
rial in samples as small as a millionth of a 
metre in diameter) has been assembled 
under the patronage of the Egyptian 
Antiquities Organisation and the Califor- 
nia-based Getty Conservation Institute. 
It aims to diagnose the paintings' ills and 
prescribe treatment. 

The work began from a uniquely high 
vantage point—a snapshot of the tomb 
from outer space by the Landsat 5 satel- 
lite on June 22nd. Dr Farouk el Baz, a 
‘member of the conservation team, says 
this is the first time remote sensing has 
-been used in archaeology—and he should 
know. He directs the Centre for Remote 
‘Sensing at Boston University. 

The photograph shows crevices in the 
hills surrounding the valley of the tomb, a 
drainage pattern cut into the rock when it 
used to rain in the now-desert area thou- 
sands of years ago. Dr el Baz says the 
satellite photographs will enable the con- 
servation téam to make a mathematical 
model of where water collected and 
where it went so that the original cause of 
the tomb's deterioration can be discov- 
-ered and counteracted, 

Dr el Baz is also involved in another 
application of space science to Egyptolo- 
^gy—an attempt to extract 4,600-year-old 
air from a sealed pit at the foot of the 
pyramid of Cheops. This winter or next 
‘spring, he says, scientists hope to drill 
holes through limestone slats covering the 
ри and collect the air in vacuum canisters 
^ like those used to sample the atmosphere 


„Саг exhaust, 


on Mars. The project could teach scien- 


tists as much about the present as the 


past, showing the level of carbon dioxide 
in the: air in ancient times and how it 
compares with the level today after so 
many centuries of polluting the atmo- 
sphere by burning fossil fuels. 

Proton precision magnetometers are 
among the other new devices being ap- 
plied to the study of ancient Egypt. They 
detect hidden metallic elements and so 
could be used to pinpoint treasures. Re- 
sistivity meters are also useful new tools 
for archaeologists. They have been used 
at Karnak outside Luxor to make topo- 
graphical maps indicating promising spots 
for new excavations. A lower-tech but 
innovative method was used. by Dr Kent 
Weeks, a professor at the University of 
California at Berkeley, to make the first 
detailed map of the Valley of the Kings— 
a hot air balloon given to him by his wife 
as a birthday present. 

Archaeologists point to these non-de- 
structive techniques as evidence that they 
are no longer raiders of the lost ark, and 
have resolved to be seekers of truth more 
than. treasure. However, some things 
about the business have not changed since 
Howard Carter's day. Without waiting to 
confirm their theories about the Great 
Pyramid, the two French architects have 
already published a book about them and 
sold “exclusive rights" to their story. 


Acid rain 


Don't rain on 
Gro's parade 


Acid rain, as Mrs Margaret Thatcher 
expected to learn this week from her 
opposite number in Norway, Mrs Gro 
Harlem Brundtland, makes Norwegians 
angry. Because of prevailing winds, near- 
ly one-third of the hydrogen ions (ie, 
acidity) that fall on Norway originate in 
Britain. 

Norway's problem is not that its forests 
are dying—they are not—but that its 
lakes are being sterilised by this sour 
Britannic drizzle. Britain's problem is 
that to do something about it would be 
expensive—because so little of Britain's 
total pollution ends up in Norway. Britain 
would have to reduce emissions by 46 
tonnes to cut the fall-out on Norway by 
one.tonne. Norway's lakes, unlike West 
Germany's forests, have little economic 
worth. Their aesthetic value is unchanged 
by acid (if anything, they get clearer). It is 
the trout-fishing and wildlife that are 
destroyed. 

The evidence that acid rain kills West 
German trees is now almost non-existent. 
through its creation of 














“ozone, is probably iie i main in cunt But 


the evidence that acid rain acidifies lakes 
is overwhelming. It comes from many 
sources, but the most convincing are: 
е Experiments. . Norwegian scientists 
have placed a roof over the whole catch- 
ment of а small stream. They trap the 
rain, remove the acidity and put it back 
under the roof, then measure the acidity 
in the stream as it emerges. Result: the 
stream water becomes less acid. 
@ Sediments. British scientists have mea- 
sured the changes in the acidity of some 
Scottish lakes since the seventeenth cen- 
tury by identifying the species of diatoms 
(small plant-like creatures) in sediments 
on the lake bottoms. Some diatoms can 
stand acid, others cannot. Acidification 
began with industrialisation and рої 
worse. The concentration of various met- 
als in the sediments confirms this, while 
heather pollen confirms that changes in.: 
land use cannot explain the acidification. 
€ Correlation. The acid-rain debate is . 
firmly grounded in the notion that what 
goes up must come down. Dr. Richard 
Smith and Dr Richard Alexander of the 
United States Geological Survey in Res- 
ton, Virginia, are more precise. Writing ` 
in Nature, they have demonstrated a close 
correlation between the sulphuric acid in 
streams and lakes throughout the eastern - 
United States and the amount of sulphur 
dioxide emitted in the relevant state. 
Sulphur dioxide is emitted largely by 
power stations and contributes slightly 
more to the acidity of rain than nitrogen 
oxides, which are emitted both by vehi- 
cles and by power stations. However, 
most scientists now agree that what kills 
fish is not the steady drizzle of acidified 
rain into a stream or lake, but the sudden 
surge of acidity that follows the melting of 
snow in spring. Snow is often: тоге acid 
than rain. It accumulates acid and then: 
releases it in one pulse. That pulse. comes 
as the eggs of salmon and trout are 
hatching and are most vulnerable to the 
toxic aluminium that acid releases. For 
example, in Scotland's Cairngorms, there 
are three times as many pollutants as 
normal in streams when snow is melting. 
Rain, by contrast, is filtered and neutra- 
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When decision makers turn to the experts 
Is nuclear power safe? Is genetic engineering evil? Will star ware work? In 
most democracies, politicians are much more likely to be lawyers than 


scientists. Yet the questions they are called on to answer are becoming 
technical. Simple answer: take expert advice. But from whom? 


In America, baffled congressmen can 
ask a special branch of the Library of 
Congress, called the Office of Technol- 
. ogy Assessment (OTA), to disentangle 
knotty technical issues. Unlike the ex- 

¿perts employed by the executive branch, 
the technocrats of the OTA are neither 
‘expected nor allowed to make recom- 
mendations. They will not tell congress- 
men whether genetic engineering should 
be outlawed or encouraged; they will say 
whether there is a real possibility. of 
genetic engineers inadvertently creating 
a man-eating rabbit. It is up to the 

politicians to decide whether that would 

. беа bad thing. 

.. European parliamentarians are under- 
standably envious. A British backbench- 
er required to vote on, say, the safety of 
nuclear power must decide whom to 
disbelieve least—the civil service, the 
nuclear industry or Friends of the Earth. 


.. How much better life would be, back- 


-benchers often sigh, if they could turn 
instéad to a group of disinterested ex- 
` _ perts working for Parliament itself. 

“It could happen. Every so often, Euro- 
pean parliaments toy with the idea of 


“creating offices or committees with jobs 


"broadly similar to the oTa’s. France has 
| gone furthest, In 1983, the Socialist gov- 
ernment created a Parliamentary Office 
oo) {оге Evaluation of Scientific and 
2 Technological Choices, explicitly based 
on the American model. 
. The office is run by a committee of 
eight deputies and eight senators—a 
combination of representatives from 
t^ both houses that is unique in French 
—politics—with members nominated in 
"proportion to the parties’ strength in 
each house. So far, its work has failed to 
inspire. The office has produced a hefty 
report on acid rain but has avoided more 
sensitive. topics, such as nuclear power. 
One reason may be that reports have to 
be approved unanimously. This makes it 
“hard for the office to stray too far from 
government policy. i 
A technology-assessment committee 
being set up in Holland may show more 
independence, The Dutch Parliament 
rejécted а government proposal that all 
the committee's members should be gov- 
ernment nominees. Half will be appoint- 
ed by the government's Council for Sci- 
, ence Policy and half by Holland's Royal 
Academy of Science. The committee's 
- founders have said that they want it to go 
beyond criticism of technological devel- 
“opments that are planned; it will also be 
expected to offer "constructive" -tech- 
--onology assessment, suggesting how new 
-= technologies can be harnessed to meet 





emerging social needs. 

Under pressure from the Greens, 
West Germany's Bundestag is also show- 
ing growing interest in technology assess- 
ment. One Bundestag committee is 
drawing up proposals for a technology- 
assessment office; another is conducting 
a prototype study of the social and 
environmental impacts of genetic engi- 
neering. But recent clashes over the 
proposed nuclear-fuel-reprocessing 
plant in Wackersdorf suggest that West 
Germany's differences over technology 
policy are too passionate to be bridged 
easily. The Greens, for example, reject 
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all industrial applications of genetic engi- 
neering out of hand. They have already 
promised to dissociate themselves from 
the main conclusion of the Bundestag’s 
forthcoming report. 

In Austria, technology assessment is 
seen as a way to calm political controver- 
sies. In 1985, violent clashes took place 
between police and environmentalists 
over government plans to flood land 
near the proposed Hainburg hydro-elec- 
tric scheme. The government announced 
afterwards that it would pay for a re- 
search institute, attached to Austria's 
Academy of Sciences, to carry out tech- 
nology-assessment studies. 

In Japan, the steering of science and 
technology is seen as the joint concern of 
the bureaucracy, industry and the uni- 
versities, Politicians scarcely come into . 
it: Japan has a tradition among its com- 
panies and academics of sharing research 
findings (though commercial exploita- 
tion is more competitive). This and the 
many formal and informal contacts with 


the government act as the filter in deci- 
sion making. Any question on choosing à 
technology will have been debated and 
decided long before it gets anywhere 
near the Diet. 

Britain has yet to make up its mind on 
technology assessment. A parliamentary 
delegation visited Washington recently 
to see what Britain can learn from the 
OTA. Many British politicians were im- 
pressed enough to want a similar organi- 
sation for Britain. Mr Neil Kinnock, the 
leader of the Labour party, has promised 
to set up such a unit if Labour wins the 
next election. But Mrs Margaret Thatch- 
er, the prime minister, predictably dis- 
misses the idea as too expensive. 

Mrs Thatcher’s reticence is under- 
standable. In the United States, where 
the executive and legislative branches of 
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government are supposedly separate but 
equal, creation of the OTA was an obvi- 
ous way to strengthen the hand of Con- 
gress. In parliamentary systems, the gov- 
ernment of the day has little to gain by 
giving parliaments their own source of 
knowledge and advice. Why spend. mọn- 
ey providing information for backbench- 
ers, when ignorance keeps them so much 
more malleable? 

This attitude is a pity. In America, the 
OTA seldom determines the outcome of 
contentious issues. Its voluminous re- 
ports are often bland. Yet they help 
improve the quality of debate, and make 
it harder for civil servants to blind politi- 
cians with science. Most European coun- 
tries have their own ad hoc ways of 
assessing technology. The occasional re- 
ports on technical issues produced by 
Britain's royal commissions are some- 
times: more readable than those of the 
OTA, but they are no substitute for a 
permanent think-tank within the Palace 
of Westminster. 















lised ошап the soil. 
e: Experiments have shown. that sudden 


owe more to nitrogen oxides than sulphur 
dioxide. And, throughout the. northern 
hemisphere, as ice from the Greenland 
ice cap shows (see chart on page 86), 
nitrogen óxides are increasing much fast- 
ег than sulphur dioxide levels. So, as with 
the. forests, attention is switching from 
sulphur to nitrogen—from power stations 
to cars. 


Quasars 


Far away and long 
ago 


When is à star not a star? When it is a 
quasi-stellar object, or quasar. Quasars 
have been keeping astronomers happily 
baffled since 1962, when the first one was 
sighted: a bluish, distant point, a source 
of light and radio waves. Since then, 
discovering quasars has become rou- 
tine—about 3,500 have been spotted so 
far. But there are quasars and quasars. 

Three recent additions to the quasar 
collection.are causing scientists particular 
glee: two because they are so far away 
(their light has taken some 13 billion 
years to reach earth); the third because it 
is a new type of quasar, one that gives out 
most of its radiation in the infrared part of 
the spectrum, but emits virtually no ultra- 
violet or visible light—and no radio noise. 

The distant quasars are important be- 
cause they enable astronomers to behave 
like historians. Consider: if all matter was 
-created in the “big bang" 15 billion years 
аро (as the prevailing theory has it), light 
that has travelled for 13 billion years must 
come from something 2 billion years 
young. By analysing the light they emit, 
;scientists.can work out what kind of stuff 
the infant universe was made of. 

Until 1982, distant quasars—quasars 
more than 13 billion light years away— 
- did not seem to exist. A popular theory is 
that quasars. are galaxies beginning to 
<< form. So the apparent absence of quasars 
© dating back beyond 13 billion years en- 
couraged speculation that something in- 
. teresting happened in the history of the 
. universe round about then, when quasars 
began to “turn on". This was a mistake. 
Distant quasars do exist; astronomers had 
just not looked hard enough. 

Their mistake was understandable. 
Dating a quasar depends оп ап indirect 
measurement, called red shift. In an ex- 
panding universe, everything is moving 
away from everything else; the farther an 
object from the earth, the faster it travels. 
The wavelength of light coming from a 
2 retreating object is stretched. A longer 
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surges of acidity: after snowmelt could 


wavelength means redder light. So the 
- amount of red shift indicates how fast 


quasars are travelling relative to earth 
and how distant they are. Red shift is 


-given a number according to how. much a 


particular feature in the light signature of 
the object is redder (longer in wave- 
length) than expected. 

Until 1982, no quasar had been spotted 
with a red shift higher than 3.5—moving, 
in other words, at about 90% of the speed 
of light. Hence the assumption that such 
quasars did not exist. But what if they 
did? Some astronomers reckoned they 
would anyway be hard to spot: they 
would have to be extremely bright fot 
their light to reach earth; and they could 
be mistaken for cool stars, which also 
“look” red. So a new search was mounted 
using different tools. 

The most important tool was the UK- 
Schmidt telescope in Australia, an unusu- 


Q Explaining the red shift 


A man looks at two lamps on a spinning globe. 
Lamp B looks red, lamp A looks blue, because 
the light from B is stretched and that from A is 
compressed by their movement. 





al instrument because it manages to com- 
bine the clear resolution of a parabolic 
mirror with the wide sweep of a spherical 
mirror. The telescope uses a spherical 
mirror and focuses on one point as if it 
were parabolic, by suspending a lens 
above the bowl. An image is formed 
when light forms on photographic plates 
placed at the focal point. 

Here the searchers again tried some- 
thing new. Instead of using standard 
photographic emulsions, they coated the 
plates with an emulsion sensitive to light 
in the deep red part of the spectrum. This 
hunch paid off; armed with the new 
emulsion, the UK-Schmidt telescope 
promptly picked out four quasars with a 








red shift of more than, 3.5. ^ team from 


theory. of quand is: inpet 


‘the Institute of Astronomy in Cambridge 


reported finding quasar 1208-1011, with 
a red shift of 3.8. This record fell quickly: 
the telescope has since picked out a 
quasar with a red shift of 4.01. Astrono- 
mers are confident that values as high. ass 
will be spotted i in the same way. 

Every new quasar gives scientists a 
chance to test and refine the notion that 
quasars are embryonic galaxies—super- 
dense black holes with the mass of up to'a 
billion suns, sucking nearby matter into 
their centres. This could explain why 
quasars are so bright (a single quasar can 
be as bright as billions of galaxies). As 
matter sucked into the quasar acceler- 
ates, it becomes hotter and starts to glow. 

The mixture of chemicals in and around 
very early quasars—revealed. by their 
spectrum's "emission" lines—can help 
physicists to disover when various ele- 
ments began to appear in the universe 
Carbon, for example, is abundant in t 
mature universe, yet did not exist at the 
time of the “big bang". The emission 
lines of steadily younger quasars could 
reveal when carbon turned up. But analy- 
sis of the wavelengths missing from the 
spectrum ("absorption" lines) can also 
provide clues about the ancient gases 
through which quasars' light has passed 
on its way to earth. 

The quasar announced this week by a 
team under Dr Charles Beichman of the 
California Institute of Technology i is ex- 
citing astronomers because, although itis 
little more than 1 billion light years from 
earth, it is most unusual. The quasars 
discovered so far emit most of their 
radiation in the ultraviolet, visible and 
radio regions of the spectrum. The new 
quasar—heavenly body. > number 
13349+2438—emits 90% of its radiation 
in the infrared. Its discoverers believe this 
first “infrared-loud” quasar provides tha 
first convincing evidence of how quasaw 
evolved. 

One popular theory holds that quasars 
are caused by the collision of two galax- 
ies. If one galaxy had a black hole at its 
centre, the collision would create a mas- 
sive amount of energy as the hole swal- 
lowed up matter from both galaxies. But 
it would also produce a vast shroud of 
interstellar dust, preventing light from 
escaping and hiding the embryonic quasar 
from observers on the earth. The only 
way to detect the quasar would be 
through the heating of the shroud of dust. 
Heat generates radiation in the infrared. 

Dr Beichman reckons that his team 
may have spotted a baby quasar. In time, 
it might blow a hole through its shroud of 








dust and shine as brilliantly as its older 


cousins. If so—and if some civilisation is 
around to observe the event—it will pro- 
vide strong evidence that the collision 
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Tus How fast can 
you grow and still like it 
when you get there? 


It may be heresy to say it, but thoughtful bankers have grown 
disenchanted with pure growth. | | | 

Coming from an institution that ranks number six among 
14,800 U.S. banks-a bank whose assets grew by nearly 1096 last 
year-that may sound like a contradiction. But the fact is, asse 
just aren't what they used to be. 

When banks made money mainly by borrowing at regulate 
rates and lending for a little more-the bigger you were the more 
you earned. But changing regulations, new competitors for funds 
and clients who now have more direct access to the capital marke 
have changed all that. 

Now banks that grow too fast don't always like what they grow 
into. In fact, too hasty growth can lead to even more sudden 
shrinkage. : 

Hence the emphasis on problem solving, financial acume n 
the flow of capital instead of simply holding loans as assets—and 
reason banks like Chemical are no longer banking as usual. 

These days loan distributions, swaps, new strategies in 
eign exchange and many other innovative ways of handling capital 
are growing strengths at Chemical. In 1985 we doubled our invest 
ment banking business. That’s the kind of growth we approve of. ) 

At Chemical, we think a : 
bank that manages its growth СЕМІСА: ВАМ | 


. will like what it grows into. _ The bottom line is excellence. 














Guides to the reign of terror 


The shock of the carnage at Karachi 
airport or in the synagogue in Istanbul 
blots out other reactions. But terrorism 
has deep roots and many forms. Some- 
mimes the atrocity is perpetrated by the 

te and is concealed for years, as Sta- 
lin’s propaganda machine concealed the 
Gulag; sometimes it is remembered for 
centuries—hence the word vandalism, 
which recalls the Vandals’ sack of Rome 
in the fifth century after Christ. A spate 
of new books and new editions shows that 
terror, though always news, is far from 
new. Several are by a close-knit group of 
“experts” on terror, others are by jour- 
nalists; most eschew sensation. 

Mr Paul Wilkinson is a professor of 
international relations at Aberdeen. His 
Terrorism and the Liberal State, first 
issued nine years ago, has come out in a 
second—extended and updated—edition 
(Macmillan, £25; paperback, £7.95). It 
was a good book when first written and is 
now better still, the best since Mr Walter 
Laqueur's Terrorism (Little, Brown, 
$10.45, to be published in a revised edition 
next May by Little, Brown in America and 
Weidenfeld & Nicolson in Britain). Mr 
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Wilkinson has a simple definition of ter- 
ror, as "the use of coercive intimidation 
to achieve political goals"; and concludes 
robustly, "Terrorism is sheer bloody mur- 
der. All those who condone or glamorise 
and encourage it are aiding and abetting 
the murder and maiming of the 
innocent." 

Trenchant essays by him appear in 
several other books: Mr William Gutter- 
idge's miscellany on The New Terrorism 
(Mansell, £22.50); Mr Noel O'Sullivan's 
on Terrorism, Ideology and Revolution 
(Harvester, £25); and General Richard 
Clutterbuck's on The Future of Political 
Violence (Macmillan/RUsi, £25; paper- 
back, £7.95). Mr Gutteridge's book, pre- 
pared for Britain's Institute for the Study 
of Conflict, consists of four discussions of 
aspects of political theory and recent case 
studies on urban guerrillas in France, 
Spain, Italy and West Germany. Mr 
O'Sullivan's book is more historical: Mr 
Norman Hampson, for instance, provides 
a valuable essay on the ideology of the 
French Revolution; other papers cover 
Nazi Germany, Gandhi's non-violent re- 
ply to terror, Islam and terror, and urban 


` 


guerrillas in Latin America. 

General Clutterbuck’s book gives the 
proceedings of two conferences held by 
the Royal United Services Institute and 
Control Risks Information Services. It 
covers an even wider geographical range 
than Mr O'Sullivan's. The editor contrib- 
utes half the text, of general reflections. 
He reckons that “the bulwark for main- 
taining a free society lies in a good 
intelligence system, which can detect 
those who abuse its freedoms to kill or 
destroy before they can do so.” The sense 
that the West needs to wage an unremit- 
ting battle against terrorism, but lacks the 
necessary will, runs through these books 
and is especially strong in another collec- 
tion of essays, Terrorism, How the West 
Can Win, edited by Israel's ambassador 
to the United Nations, Mr Benjamin 
Netanyahu (Farrar, Straus & Giroux, 
$18.95 in America and Weidenfeld & 
Nicolson, £14.95 in Britain). 

Mr Charles Townshend, who wrote the 
chapter on Ireland for Mr O’Sullivan, has 
also written a new book, Britain’s Civil 
Wars (Faber & Faber, £14.95). This is a 
study of British counter-insurgency prac- 
tice in the twentieth century which pays 
special attention to Ireland, Palestine and 
the Amritsar massacre in India in 1919: 
this quietened the Punjab, but marked 
the beginning of the end of the Raj. Mr 
James Adams provides in The Financing 
of Terror (New English Library, £12.95) a 
study of where terrorists get their money. 
Bulgaria, acting as front for Russia, turns 
out to be his principal villain. Lastly, 
Messrs Christopher Dobson and Ronald 
Payne produce a fresh edition of their 
book on The Terrorists (Facts on File, 
New York, £6.95) and also War Without 
End (Harrap, £9.95), an illustrated dos- 
sier on who the leading terrorists are, how 
they work and what they have recently 
done. These pages reek of blood and 
burning. 

Two conclusions emerge about the 
characteristics of terrorism. First, that 
terrorists, for all their political theorising, 
have only the vaguest notion of what to 
do once they have achieved their initial 
aims. In 1882, a knot of extremists way- 
laid the chief secretary for Ireland as he 
walked across Phoenix Park with his 
permanent under-secretary, and stabbed 
them both to death. A cousin of the 
under-secretary's, visiting the murderers 
in prison, "asked them what good they 
hoped would come of it. They never 
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seemed to have thought of that." (The 
words are those of the chief secretary's 
widow.) Few of their successors have 
thought about what is to come after they 
have shocked their opponents out of 
power; they are outcasts, some acting on 
_ their own, others used by distant politi- 
с cians who want societies they do not 
themselves control to become unstable. 
Second, that the outstanding feature of 
today's terrorist groups is their small size. 
In West Germany, the Red Army Faction 
(RAF) and the Revolutionäre Zelle are 
reckoned to number only 150 each. The 
IRA is thought to count about 300 activ- 
.. ists: enough to cost the British govern- 


























. British unemployment 


pages. £3.95. 


«Richard Layard, a professor specialising 

in. labour economics at the London 
: School of Economics, is the leading ana- 
lyst of Britain's chronically high unem- 
ployment. In this book, lie offers a ver- 
sion of his views suitable for the layman: 
no maths, except in notes at the back, and 
а Snappy writing style (the groups worst 
affected by unemployment “really got it 
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in the neck"). Yet the book still manages 
to dip the reader in some of the latest 
pools of labour-market theory. It is a rare 
kind of success among economics books, 
and deserves to be widely read. 

Mr Layard describes his ideas as 
"mainstream", often a tendentious claim, 
but here a fair one. He argues that 
unemployment has two components: 
first, an amount necessary to keep infla- 
tion stable (called the non-accelerating 
inflation rate of. unemployment, or 
** NAIRU); and. an amount that he calls 
"overkill"—unemployment in excess of 
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-ment, according to Mr Adams, £4m a day 


Cutting dole queues: 


НОМ TO BEAT UNEMPLOYMENT. By Richard Layard. Oxford University Press. 201 








in 1984. Technological change assists 
them— weapons get smaller, deadlier and 
easier to hide every year. Thanks in part 


to genuine grievances, in part to wide 


media coverage, and in part to luck, such 
small groups manage to play a dispropor- 
tionate part on the stage of world affairs. 
Terrorism is the cheapest way of getting 
blazing publicity. Too many journalists 
are respectful and too many ordinary men 
and women do nót want to be bothered to 
help put terrorists down; so millions are 
threatened by self-perpetuating cliques. 
These books may help to rouse plain 
citizens to an only too plain danger. 


the mainstream... 


this, which is caused by overly tight 
monetary and fiscal policies. А two-part 
problem, he says, calls for two-part treat- 
ment: first, measures to reduce the NAIRU 
(supply-side reforms, such as cuts in the 
national insurance “jobs tax", and a tax- 
based incomes policy); second, an expan- 
sion of demand. | 

Mr Layard's prescriptions are less con- 
vincing than they might be because he 
seems to find some of his own ideas, 
however mainstream, embarrassing. 
Take the NAIRU, a concept loathed by 
those on the left because it seems to offer 
a technical justification for high unem- 
ployment. At first, Mr Layard seems to 
share their qualms. He writes censorious- 
ly: “the only reason we have unemploy- 
ment is that governments are using it to 
contain, or to reduce, inflation.” This 
seems to imply that governments can take 
their pick from combinations. of unem- 
ployment and (stable) inflation. 

This is a fallacy, as the book goes on to 
explain. The NAIRU is a constraint on 
governments; if they hold the rate of 
unemployment below it, inflation will not 
just rise, it will accelerate indefinitely. 
The NAIRU is therefore something which 
governments must either attack directly, 
or yield to. They are “using it" rather in 
the sense that somebody who has fallen 
from a tall building is using the ground to 
break his fall. 

Mr Layard's embarrassment over the 
NAIRU even makes him shy.of revealing 
his estimates of it. The reader has to delve 
into a note at the end of the book to find 
that the author reckons it. now. to be 
nearly 1276 of Britain's labour force (out 
of an actual unemployment rate of 
around 1376). Unless the NAIRU itself can 
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be cut, this leaves little scope for reducing. 
















Britain's jobless rate without causing ac 


. celerating inflation. 


_ The book suggests two ways out.of thi 
dilemma. The first is to combine reflatioi 
with an incomes policy, which should cu 
both unemployment and thé NAIRU, thu 
avoiding higher inflation. The trouble i 
that Britain's experience of incomes poli 
cies has been unhappy. Mr Layard's tax 
based scheme looks better than earlie 
versions, but doubts linger. 

The second way to escape the inflatior 
and unemployment dilemma is to creat 
jobs in ways that cut the NAIRU. M. 
Layard reckons that many of those whe 
have been unemployed for a year or more 
have fallen out of the labour marke 
entirely—they are “outsiders” who are 
not competing for work, and who have nc 
restraining influence on wage inflation. Ii 
this is so, the NAIRU must rise as the 
average. duration оѓ unemployme: 
rises—a plausible story in Britain (s 
chart). Conversely, giving jobs to the 
long-term unemployed. will reduce the 
average duration of unemployment, and 
that should cut the NAIRU. For this and 
other reasons, Mr Layard suggests spend- 
ing more on training, employment subsi- 
dies and a much-expanded job-creation 
programme for those who have been out 
of work for morethanayear. ^ 

When the book is explaining how to 
channel demand in these non-inflationary 
ways, it is at its excellent best. Ви а 
worrying caveat remains. Mr Layard in- 
sists that an incomes policy must be part 
of any package. “However much target- 
ing and however improved the labour 
force, there is the ever-present menace of 
a wage explosion.” 
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INSURANCE FOR UNEMPLOYMENT. By 
Michael Beenstock and Valerie Brasse. 
Allen & Unwin. 106 pages. £15. 


The cost of insuring your car, your-house 
or your life depends upon the risks in- 
volved. Why should your job not be 
treated in the same way? Mr Michael 
Beenstock of London's City University 
Business School is a well known enthusi- 
ast for market forces. With Valerie 
Brasse, he proposes a radical alternative 
to the Beveridge concept of social securi- 
ty: the privatisation of unemployment 
insurance. 

At present, every worker in Britain, as 
elsewhere, pays the same rate of unem- 
ployment insurance and, if he loses his 
job, receives the same flat rate of benefit. 
This implies that the accountant, whose 
risk of losing his job is slight, is subsidis- 
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ing the high-risk shipbuilder. The authors 
suggest that premiums for unemployment 
insurance should reflect the risk of be- 
coming jobless, and although there must 
be some minimum level of cover, the 
individual should be free to buy as much 
insurance as he wants. Competing insur- 
ance companies could provide a more 
efficient service than the present state 
monopoly. 

How would unemployment-insurance 
premiums be fixed? The probability of 
being thrown out of work depends upon 
things like a worker's age and qualifica- 
tions, the industry he works in, the job he 
does and the area where he works. Using 
strict actuarial principles, the authors cal- 
culate how much it would cost to buy £1 
of unemployment benefit per month. A 
40-year-old single male construction 
worker in Newcastle would have to fork 
out 48.3p, his twin brother in a steady 

anagerial job in the South-East only 

"2p. To charge them the same rate is as 
foolish as charging the owner of a Ferrari 
no more for insurance than the owner of a 
Mini. Or is it? There are three main 
problems with Mr Beenstock's proposals: 
@ Unemployment is not an act of God. 
Individuals may be tempted to take out a 
big insurance policy, get themselves fired 
and then enjoy the life of Riley. The 
higher the replacement ratio—ie, unem- 
ployment benefits relative to earnings— 
the greater this "moral hazard". The 
authors implausibly argue that devices 
such as no-claims bonuses could reduce 
the risk. 
@ An individual can choose whether to 
buy a Ferrari or a Mini, but he may have 
little control over his qualifications or 
where he lives, let alone his age. True, in 
the longer term, workers can move to 
another area or occupation; indeed, dif- 
ferential insurance premiums could 

э the level of unemployment by 

ncouraging workers to move from areas 
of high unemployment—and hence high 
premiums—to areas of low unemploy- 
ment. This would be a main benefit of the 
proposals. But, despite the authors' argu- 
ments to the contrary, those who face the 
highest risk of unemployment will gener- 
ally be those least able to afford the 
premiums. The authors suggest that pri- 
vatising unemployment benefits could be 
accompanied by general tax reforms to 
guard against such adverse effects. 
@ Unlike a car crash, becoming unem- 
ployed is not a random event. If the 
economy plunges into recession, a flood 
of redundancies will follow. Insurance 
companies might be unable to diversify 
their risks sufficiently and therefore the 
17-year-old labourer just starting work 
may find it impossible to obtain unem- 
ployment insurance. The government 
would then be forced to step in. 
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The Trial 


FROM A SPECIAL CORRESPONDENT IN PRAGUE 


The Czechoslovak 


vernment has cracked down on the liveliest 


source of ideas which it does not like—the influential jazz section of the 


Czech Musicians' Union 


A well worn track, called “the freedom 
path", leads up to a prosaic house in 
suburban Prague. It is bordered by spin- 
dly trees, one planted by Kurt Vonnegut, 
another by John Updike. Inside, behind 
barred windows, lie the offices of jazzova 
sekce, the jazz section of the musicians' 
union. 

A week ago, they were a hive of 
activity: music blared from a tape record- 
er; the walls were plastered with posters 
from the West (mostly ancient, advertis- 
ing, eg, the American Folk Blues Festival 
of 1966); shelves groaned with publica- 
tions like “Rock 2000", “Dada” or (a 
famous tract) “John Lennon". The jazz 
section was far more than a branch of the 
union. It had 7,000 members and a fol- 
lowing of around 100,000; every Wednes- 
day, members would come to the offices 
to barter books, records and magazines, 
and to swap ideas about the culture of the 
West. Now, the offices are closed and a 
guard stands outside. 

The rise and apparent fall of the jazz 
section is an object lesson in how dissi- 
dent expression can blossom in commu- 
nist countries and then be cut down, The 
story starts in 1971, three years after 
Russian tanks froze the Prague spring. 
The ministry of the interior gave permis- 


sion to set up a separate jazz section 
within the musicians' union. 

Thus legalised, the group began print- 
ing and distributing a bulletin, “Jazz”, 
through state channels (all printing is 
government controlled) and promoting 
jazz music by organising festivals and 
lectures. Czechoslovakia has one of the 
world's most thriving jazz traditions, 
partly because jazz became a vehicle for 
dissident expression. But jazz soon be- 
came only the centre of the section's 
business. 

By the mid-1970s, the section was en- 
couraging rock music (an even clearer 
expression of western decadence) and 
publishing, for members only, pamphlets 
about the theatre, photography and the 
arts generally. Сепѕогѕһір · іѕ strict in 
Czechoslovakia (George Orwell and John 
Locke, for example, are not available 
legally) but, as one jazz-section member 
said: “We have more samizdats than 
telephone directories.” 

The nervous government at first re- 
sponded by banning the increasingly pop- 
ular jazz days (15,000 people attended the 
last such, in 1981). The jazz section 
replied by joining the International Jazz 
Federation, a part of UNESCO. Though 
the government refused to recognise its 
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membership, this connection helped, for 
a while, to discourage the government 
from stamping on the jazz section. 

Last year, however, the government 
began to step up its harassment. It seized 
the section's account books, destroyed 
them and then sent the jazz section a bill 
of 3m crowns ($46,000 at the official 
exchange rate) for unpaid taxes. Since the 
police had destroyed the evidence of the 
account books, the section could not 
prove the bill fraudulent. 

At this point, the story became worthy 
of the country where Kafka was born. 
The government ordered the closure of 
the Prague branch of the musicians' 
union. It forgot to specify that the jazz 
section be closed. When it remembered, 
it ordered the union to close the section. 
Since the section was based in Prague, the 
union replied that it could not act, as the 
Prague branch no longer existed. That 
excuse was soon thrown out and the jazz 


section, on paper, was defunct. Members 
still flocked to its offices. 

The now “non-existent” section, ac- 
cording to minutes of its committee meet- 
ing in March, asked the financial authori- 
ties to verify its accounts. Now it was the 
turn of the financial authorities to play 
Kafka: since the jazz section did not exist, 
how could they look into its finances? So 
the section sued the ministry of the interi- 
or to establish its constitutional right to 
exist. The proper way to do this is to bring 
proceedings in the constitutional court. 
This the section did. Alas, the court, 
established in 1968, still has no members 
and has never met. 

On September 2nd, the government 
"resolved" the deadlock by searching the 
homes of the section's chairman, his dep- 
uty and three other members of its gov- 
erning body; they were all arrested. So 
was the owner of the house in which the 
section has its offices. The section mem- 


Holding a mirror to the mask 





Reflections on mortality 


Dominating this year's Salzburg festival 
was a new opera especially written for it 
by the Polish composer, Krzysztof Pen- 
derecki. “Die schwarze Maske" (“Тһе 
Black Mask"), Mr Penderecki's third 
work for the stage, was commissioned in 
1982. It is the high point to date in 
Salzburg's bid to transform its image 
from starchy conservatism to champion 
of the avant garde. After Friedrich Cer- 
ha's “Baal” in 1981 and Luciano Berio's 
“Un Re in Ascolto" in 1984, this is the 
festival's third hit in a row from a mod- 
ern composer. 

Mr Penderecki has close links with 
Salzburg. His "St Luke's Passion" was 
acclaimed there in 1970 and, four years 
later, he wrote a “Magnificat” to mark 
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the 1,200th anniversary of Salzburg ca- 
thedral. Based on a one-act play by the 


German dramatist, Gerhart Haupt- 
mann, “Die schwarze Maske" is a 93- 
minute spellbinder. Set in seventeenth- 
century Silesia, just after the Thirty 
Years' War, it depicts a venal communi- 
ty on the brink of hysteria, beset by 
plague and dark secrets. Thirteen people 
of divers religious persuasions work out 
their destinies in a single carnival night, 
marked by murder, passion and suicide. 
Their corrupt world gets its comeup- 
pance at the hands of one of its victims. 
A runaway black slave, Johnson, got up 
in carnival gear like the grim reaper, 
visits retribution on those who exploited 
him and leads off this pretty pack in a 





bers are now in Ruzyne prison, near 
Prague airport, waiting to be charged— 
nobody knows when— probably for some 
trumped up “economic crime". 

The last word, for the moment, should 
go to the jazz section's jailed chairman, 
who lost his salaried job last year and his 
passport this (for the crime of talking to 
western journalists while visiting Buda- 
pest for the cultural forum, a follow-up to 
the Helsinki agreement). He got a job as 
a janitor. ‘There has been a breakdown 
between the government and the younger 
generation," he says, with masterly 
understatement. 


dance of death. 

It is a bleak vision, closer in mood to 
Mr Penderecki's first opera, “The Devils 
of Loudun”, than to his second, “Рага- 
dise Lost" (after Milton). Musically, like 
Penderecki's Polish Requiem" of 1984, 
"Die schwarze Maske" tries to fuse the 
different styles the composer adopted in 
the 1960s and 1970s. Twenty-five years 
ago, Mr Penderecki was exploring the 
border between organised sound and 
noise. His experiments in reproducing by 
musical means sounds that had previous- 
ly been achieved electronically are ech- 
oed in “Die schwarze Maske" in the use 
of a wide range of percussion instru- 
ments, voodoo drums and even—a 
spooky effect—a singing saw. This is 
combined with the more passionate, “‘ro- 
mantic" manner Mr Penderecki adopted 
in the 1970s in works like the **Magnifi- 
cat", the violin concerto and “Paradise 
Lost". There are also copious quota- 
tions—from old Protestant hymns, from 
the medieval “Dies irae" and from Mr 
Penderecki's own works, including the 
"Polish Requiem". The synthesis is 
smooth. 

It is hard to divorce the power of the 
opera from this first production by Harry 
Kupfer, the East German director, who 
also co-wrote the libretto. How well the 
work would stand up in lesser hands is an 
open question. For now, however, it has 
been mounted with brilliance and imagi- 
nation. Hans Schavernoch's set, half 
real, half mirror, is angled to suggest a 
single interior—until the mirror moves 
on its pivot and the world literally splits 
asunder. On this mirror are projected 
visions of earthly devastation (Hiroshi- 
ma? Dresden?) as if they, too, are the 
wages of sin and materialism. And, a 
final coup, the mirror swivels a full 180 
degrees to fill the stage, reflecting— 
what? Row upon row of black-tied Salz- 
bourgeois and their bejewelled ladies. 
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| MANAGEMENT CAREER 
IN DANGER 
OF BEING STUNTED? 

















^ stay at Henley, we will nurture your manage- 
ment skills (and thereby your career) 
in two distinct yet comlenientary ways. ^" 
First through a programme of 
seminars carefully tailored to your 
individual needs. Équipping you with the 
wider range of knowledge and abilities, 
the broader understanding of enterprise 
and its environment, the ability to 
synthesise information from disparate 4 
sources into one strong direction... E 
All the skills you need to blossom ; 
into a confident manager with the ` w. 
ability to exploit your full potential. д 
The second great 
advantage of those eight weeks 
at Henley is possibly even more 
valuable. The opportunity to meet 
and observe your peers from 
other companies and disciplines. 
Comparing notes and getting . 
a perspective on your position. 
Self-indulgent? 
Yes...and deadly serious. 
Think ofitasa challenge 
to your abilities and your determination 
If you care enough about your future, * 
you will somehow manage to get yourself on the course. 
Perhaps more information would help. 
For full details of the Henley General Management Course, phone 
our Directorof Studies Peter Herbert, or Jennie Laird on 
0491 579086. Or write to: Henley- The Management 
College, Greenlands, Henley on Thames, 
Oxon RG9 3AU. Telex 849026 Henley G. 
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1987 Executive Education Programs 


Competitive Marketing Strategies 
January 11-16, 1987 
August 9-14, 1987 


Corporate Finance and Strategy 
May 31-June 5, 1987 
Financial Decision Making 


for Public Utilities 
June 14-26, 1987 


Advanced Management Program 
for Caribbean Managers 
July 6-24, 1987, Kingston, Jamaica 


Management Development 
July 26-31, 1987 
Competitive Marketing 
of Services 
July 26-31, 1987 
Management Development for 
Engineers and Scientists in Asia 

August 2-14, 1987, Bangkok, Thailand - 
. Management Development for 
Engineers and Scientists 
September 17-25, 1987 


The Executive Pro 
October 4-30, 1987 















For reservations and further information: 
Dr. David H. Downes 
Director, Executive Education 
Berkeley Business School, Dept. 181, University of California, 
| Berkeley, California 94720, U.S.A. 
Telephone: (415) 642-4735, Ext. 181 
Telex; 910-366-7114 UC BERK BERK 




































жа t i ж MA. in international Relations offered by the 
THE MASTERS renowned Londón faculty of The University of 

à i : gs Southern California's School of int. Relations. 

DEGREE FOR : Jie * Courses include Int. Political Economy, 

; EH ә Bic А J Foreign Policy Analysis, Strategy, Int. Law, 
WS 6^ Multinational Enterprises, Area Studies, 

Energy etc. 


ж Students include: Chief Executives, Diplomatic 
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SITY OF SOUTHERN CALIFORNIA, REGENT'S COLLEGE, 
GENT'S PARK, LONDON NWI ANS. Tel: 01-486 9635 











Officiais, Professionals, Senior Military Officers. | 
Enquiries welcomed now from candidates holding a Bachelors Degree for September February June entry | 
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How An 
American University Degree 

Can Advance 
Your Career Goal 





As a qualified international business or professional 
person, you can now earn a recognized American university 
degree without leaving your own country. The University of 
Beverly Hills is now accepting applications for its non: 
residential Degree Program. 


This prestigious program: gives you the opportunity to 
apply your work experience and/or college credits toward 
your first degree or a higher one entirely through non- 
residential study. 'The result is a California State authorized 
university degree. 


Át your own convenience, you can earn a respected 
Bachelor's, Master's or Doctorate Degree in a significantly 
shortened time. 


If you can benefit from the greater status, extra income 
and dignity that only a degree from an esteemed university 
can provide, write or call today for the full details. Send 
resume, if available. 





























All requests, correspondence, studies must be in English. 
TN UNIVERSITY of BEVERLY HILLS 
Di 
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EAN OF STUDENTS. Room 95 ^ 
Nue PHONE 213-556-0190 








465 South Beverly Drive, Beverly Hills, California 90212 U.S.A, 






€ CUTTHISOUTand $ 
V ENJOY LEARNING FRENCH | 


| Whether you need French for business purposes or to get the most 
out of your holidays abroad, living the language is the only way to 
-learn it properly. i 
Ceran is a chateau in the beautiful countryside of the Belgian | 
Ardennes, near the town of Spa, where you live and learn in French. a 
| Small groups and private lessons, plus language laboratory, with Е 












tailor-made programmes for individual needs, ensure real progress. 
We provide good accommodation, good food, good.company; good 
facilities for sports and exercise - and good teachers. Come and 
learn, and enjoy yourself. : 

We teach embassies and companies, EEC and SHAPE, groups and 
individuals. And there are special terms if you bring the family. 

For complete documentation, cut out and send this coupon. : 

Lam interested in courses for: | 
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E 480, Avenue du Chateau, Nivezé, B-4880 Spa 
T Belgium; Tel: 010-32-87-77 3916. Telex 49650. 









COURSES 
Oxford in London 


The Oxford Corporate 
Finance Programme 
Part-time 6Oct-29Nov 1986 


This authoritative and comprehensive part time 
finance programme is being made available in 
London for managers in both non-financial and 
financial companies, who require a deeper 
understanding of corporate finance, accounting 
and financial analysis outside office hours. It 
meets on fourtéen evenings in London and three 
weekends in Oxford, and is completed within two 
months. Based on up-to-date material, the 
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degree in international AM programme А presented by noan authors who 
rid s are among the most experienced finance 
from one of the wo teachers in the UK. 


leading universities. 
For further information contact, 








Price: £1,750 including dinners and residential 
weekends. 


Course Director 
Dr. Jack Broyles, Fellow in Finance 


For further details apply to Michaela Bargent, 
Tel. (0865) 735422 Telex 83147 айп TEMCOL. 
Telecopier (0865) 736374 






à : ton University | 
Boston University Brussels, Жон Gurion University 
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17A Avenue de la Toison d'Or, Mq ien 
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Ў The Oxford Centre for Management Studies Oxford OX! SNY 





TAKE THE DIRECT ROUTE TO 
MANAGEMENT SUCCESS! 


RRC's new, completely revised 
Manager's Programme will develop — "Mi employers have 
your skills, improve your been impressed 
performance and double your with the Course. 
promotion prospects. Asa result ofmy 
Every manager's job varies from pe formalice ў 
the next. but all share а соттоп have now been 
core of planning ahead, taking promoted. Thatik 




















Economic Forecasting 
and Modelling Programme 


The Centre for Economic Forecasting at London 
Business School will again be running this most 
popular and successful programme. 
decisions, organising staff and yeu. RRC, Held on Wednesday evenings for 10 weeks, the 
resources plus communicating. Mr W.K.. programme 15 designed for those in both the private. 

leading and co-ordinating action. British s А А Š 
ылай these key ааз е RRC Рос and public sectors who are involved professionally in | 
skil of management asthe relate | economic forecasting, and for those who use 
Practical, lively. interesting ЖОЛИ MA forecasts in corporate decision making. 


} үс. Hr morne the 
self-contained Coursë S I Aus А 

| feaurerealmanggementcase ("ay Economic Forecasting and Modelling 
analysis and judgement. шш ie 8th October—10th December 1986 Fee*: £500. 





































Throughout you have the support of ‹ . 
yous awn personal mdr,- c 2: eos | Applications should be made to the programme 
for success in home study, Send for = of registrar Sheila Klein, Centre for Economic 








details NOW. 
| POST COUPON TODAY FOR FREE DETAILS 


Please send me details of the 





Forecasting, London Business School, Regent's Park, 
London NW1 4SA. Tel: 01-262 5050. 


“inclusive of materials and dinner each week 
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11 January — 13 March 1987 600 М Sepulveda Bivd, Los Angeles, California 90049 Dept 137-—USA 
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The Senior Managers Development Programme is a nine-week 










residential programme for experienced managers of high ics. А 10-lesson study that will throw | : University 
potential. The programme design recognizes the diverse needs on s Бай 
of participants with different backgrounds, jobs and light кке siis rael de la Romande 


organizational settings. It is unique in the extent to which it 
encourages managers to pursue their own professional goals 
and objectives within the context of a programme which extends 
their general understanding of management. Participants are 
selected to produce a balance between British and overseas 
managers. Particular care is exercised in choosing an 


A private non-traditional University 
offers degrees to mid-career adults “4 
entirely at home and with full 
credits for life/career experience. 


нањ, George Institute, 5 E 44th 
St, New York, NY 10017, USA. 
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appropriate spread of international participants to give the PO Box 3, Sudb Suffolk. t ‘and: 
course a world view We CAN help шу. Suffolk, England: j 
rite to: x 
A five week CORE period covers Finance and Accounting, Graduate Tutorials, GTAC Associates, T: ТЕГ 
Human Resource Management, Management Information, FREEPOST, London М5 4BR. CONSULTING 


; Д à 1: 61-993 For just $29 you can learn how to become a suc: 
Marketing, Operations Management, Strategy and the Business Tel: 01-993 3983 cessful consultant in your own field with our 150 | 


Environment including the impact of technology and technical page course book. There is no risk with our full, 
change. Perspectives on Management looks at the nature of money-back guarantee, There ate no, postage of 
managerial work, at politics in management, and at leadership handling charges. Send your check or VISA «or 
and change Mastercard # with expiration date to The Consul- 


А tant's Library, Dept, EH, P.0: Вох 300, Glenel, 
A special feature of the programme is the OPTIONS month nd nd АІ gr 531- 3560. Outside UR. 
during which participants are able to design timetables and No Checks Please — Only. VISA or Mastercard, 
patterns of work and study to suit their own individual needs. —— = 
They are offered the opportunity to shape and manage their own p 
learning. They are able to do this with the help of a tutor who APPOINTMENTS 
arranges individual tutorials, visits and study periods on specific 
topics of interest. The ability to combine scheduled group The University of 
Manchester 
Manchester Business Schoo! 





































The intensive way and in real im- 
mersion. This means living in one of 
the most picturesque regions.of 
France and really becoming fluent. 
Also vacation and learning plan. 
Cultural programme in Paris. Win- 
ter programme on the French Rivi- 
era. State age. goal level and time 
available. 


The French and American Study 
Center, BP 176, LISIEUX 14104 Ce- 
























sessions and individual study provides sufficient flexibility for 
participants to satisfy a wide range of individual needs. 


















The Oxford University Certificate in Management Studies dex—FRANCE. Tel: 31.31.22:01. FELLOWSHIP/SENIOR 
Completion of the Senior Managers Development FELLOWSHIP IN MARKETING/ 
Programme entities participants to apply to the ee enn ш ы @ | STRATEGIC MANAGEMENT 






1 BUDIC-FORUIN ... 
the best in self-instructional foreign 

L| language courses using audio casseties 

M featuring those used to train U.S. State 

М Dent. personnel in Spanish; French, Thai. 


: ow Learn 


University to undertake a management project and 
to submit for examination their report for the Oxford 
University Certificate in Management Studies. 






Applications are invited for the above 
post from suitably qualified candidates. 
Further particulars and . application 
forms (returnable.by October 10) f 

the Registrar, The University, М 

chester M13 9PL. Quote ref 216/86/E. 
Salary for the Fellowship within range 
£8,020 to £12,780pa or £12,280 to 
£15,700pa for Senior Fellowship 
£14,870 to £18,625pa. The. appoint- 
ment is initially for a period о! four 
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The Oxford Senior Managers Development Programme is years. 
directed by Roger Undy and Nigel Slack. The price is £7,650 
excluding VAT and this includes residence and all materials. The University of 






Manchester 
Manchester Business School 


FELLOWSHIP/SENIOR FELLOW- 
SHIP IN BANKING i 
Applications are invited for the above 


Templeton College, the Oxford Centre for Management Studies п ия иш ш ш» 
teaches the undergraduate and post-graduate degrees in 
Management of Oxford University. It presents a wide range of 
programmes designed for senior managers. The College works 
closely with major companies in providing specially designed 
management development 9 a high level building.on Oxford's 













Бае post from suitably qualified candidates. 
For further details apply to the Associate Dean z k Further . particulars and- application 
Telephone (0865) 735422 Telex 83147 attn TEMCOL z j 1 forms (returnable by 10 October) from 






Telecopier (0865) 736374 : “the Registrar, The. University, Man- 
: chester M13 SPL, Quote геї 217/86/E. 


{mentis initially for a period of four 
years. 


LEARN TO SPEAK FRENCH ‘Salary for the Fellowship within range 

Tem leton Colle e BY TOTAL NATURAL IMMERSION £8,020 to £12,780 pa or £12,280 to 

Ж етрегоп соед with French participants for? £15,700 pa for Senior Fellowship 
ar The Oxford Centre for Management Studies «Oxford OX! SNY intensive days in the покосен: с | £14,870 to £18,625 pa. The appoint- 
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APPOINTMENTS. 


Appointment from January 1987 


Lecturer Шбепіог Lecturer 
in Marketing/Management 


Graduate with a higher degree and/or professional ex required to join a lively 
progressive Faculty and contribute to muhidiseplinary Hon Economics BSc (Horis) 
and Dip HE courses. Responsbilities will include teaching and consultancy work. 
Salary scale: LIV/GL: LH £8,595 to £13,656 ps 
; SL£12,615 to £15,873 p.a. 

Further details from the Administrative. Assistant, Bath College of Higher Education, 
Newton Park, Newton St. Loe, Bath BA2 ЭВМ Tel: 02217 3701. 
Closirig date for applications: 30 September 1986 

Avon is an equal opportunities employer. 


BUSINESS WRITER 
EASTERN EUROPE 


International business information and. consulting service 
Seeks business journalist for its Vienna-based English lan- 
. guage publications and consulting on Eastern Europe. Skills 
1 include mother-tongue English, working knowledge of Rus- 
sian or another East European language, familiarity with East 

uropean business scene, and ability to counsel Western 
companies involved in East European business. 


lease send curriculum vitae to: 


Personnel Department 
Business International SA 
12-14 Chemin Rieu 
CH-1211 Geneva 17 
Switzerland 





Development 
. Economist 


We are one of the leading engineering, planning and 
management consultancies in the UK with special expertise in 
transportation. 

To add to our planning team, we are looking for a graduate 
Development Economist aged 23-26 with experience in any of the 
following 

* Evaluation of transport and public utilities infrastructure 
projects 
*  Economic/transport modelling 
* Regional development planning, including tourism 
We have in hand a very wide range ‘of projects, some of 
considerable prestige. We offer. early responsibility and an 
excellent remuneration package to go wilh-it. Appointments are 
Epsom-based; a willingness to work overseas for periods of up to 
one year is required. 

Please write enclosing your CV to Alan Elliot, Director of 
Recruitment, W. S. Atkins, Woodcote Grove, Ashley Road, 
Epsom, Surrey. KT18 58W. 















































- rmingham B 
.|. Telephone: (021) 455 7511 











Assistant Portfolio Manager sought for 


GLOBAL ASSET MANAGEMENT 


Our company has funds under management of over 1.3 billion dollars and needs a London-based 
assistant to help administer, trade and present portfolios of major institutional and private clients. 
Candidates will only be interviewed if they fulfil the following requirements: 

— University ог Accounting degree. ў 

— Atleast two years of experience in the securities business. 

The position is well remunerated arid there are excellent prospects of promotion. 


Applications may be sent in confidence directly to: 
The Chairman's Office 
Global Asset Management Ltd 
12 St. James's Place London SW1A 1NX 


HELPING FAMILY HEALTH 
IN BANGLADESH 


Challenging opportunities to assist the 
management of maternal and child health 
and family planning services in Bangladesh 


The Management Development Unit will. be an important component of 
a World Bank coordinated programme of assistance to the Government 
of Bangladesh to improve maternal and child health and family planning 

service delivery, The MDU, funded by the Governments of Norway, The 
Netherlands and the United Kingdom, will provide in consultation with 

the Bangladesh Ministry of Health and Family Planning 

recommendations for improving the planning and management of MCH/ 
FP services. Itis envisaged that the MDU staff will work mainly at the 

rural level, advising and assisting with specific health management related 

issues in selected districts of Bangladesh. The MDU will be a group 
consisting of four. two-person teams each of ап expatriate with a 
Bangladeshi counterpart 


MDU Coordinator 
Applications are invited from health and related social sector 
management professionals, with extensive experience of working in 
developing countries, to coordinate and oversee the work of the 

Management Development Unit. The Coordinator will be expected to 

achieve the in-country establishment of the MDU and to assist in the 
recruitment of Bangladesh counterpart team members, as well as heading 
one of the two-person teams. The appointment will be for a period of two 

years with the possibility of extension. 







MDU Team Member 
Applications are also invited from health and related social sector 
management professionals, preferably with experience of working in 
developing countries, for the one remaining vacancy for the position of 
Management Development Unit Team Member. With other team 
members the candidate will be expected to identify constraints in the 
MCH/FP Programme and develop project initiatives to improve the 
quality of service delivery. He or she will work under the overall 
guidance of the Coordinator but at least initially will be the lead member 
ofa two-person team. 









For both posts self-reliance, good health, social and cultural sensitivity 
and a willingness to learn some Bengali are essential additions to the 
management, training, operations research and problem-solving skills 

required to achieve practical results in sometimes difficult circumstances. 








There will be an attractive package of terms and conditions on UNFPA 
salary scales commensurate to the responsibility which these positions 
entail. The Health Services Management Centre; University of 
Birmingham, has been commissioned to identify suitable candidates for 
these positions and is able to provide further information to serious 
enquirers. Applications in the form of a letter outlining the basis of 
candidates' interests in either position, together with a curriculum vitae, 
should reach HSMC by September 30th. 


Applications 
Previous candidates need not re-apply, but enquiries and new 
applications should be addressed to: 


The Overseas Unit ; 
Health Services Management Centre 
University of Birmingham : 
Park House 

40 Edgbaston Park Road 

Bin 15 2RT 



































































APPOINTMENTS. 





*. Also interested to hear from freelance researchers/consultants. 


|. region for top management. 





Euromoney seeks а dynamic, effective 
Editor 


for the European Treasury Report, a monthly analysis and forecast 
of interest and exchange rates. Good economics degree, energy 
and enthusiasm necessary; some journalistic experience prefera- 
ble. Write with cv to Richard Ensor, Director, Euromoney Publica- 
tions PLC, Nestor House, Playhouse Yard, London ECAV.5EX. 













Q InterMatrix Group 
SOCIABLE WORKAHOLIC? 


We are a successful research-based consultancy, specialising in environ- 
ment driven strategy; whose clients are blue chip public and private sector 


organisations. 


Growth gives at least two openings: 

Industry Analyst: Two years corporate experience, accounting knowledge, 
Strong interest in current affairs/futures plus, desirably, science degree, 
languages—~able to start October/November. 

Research Assistant: Recent graduate, inquisitive, P/C experience, literate. 
We offer a stimulating, challenging environment, rewards to meet perfor- 
mance, hard work and very special career opportunities. 


` Please write with full CV to Debbie Walker, 
. InterMatrix Limited, 


4 Cromwell Place, London SW7 2JJ. 


ECONOMISTS 


Public international financial organisation seeks economists for 


. the following challenging assignments at its headquarters in 


Washington DC. 


: Senior Country Economist 


The successful candidate will undertake in-depth socio-economic 
studies of Latin American and Caribbean countries and will 
prepare special reports on specific economic problems in the 
his career opportunity will involve 
travel and interaction with all levels of foreign government officials 
of these countries. 

Requirements: 


- —PhD or equivalent acreditation in Economics 

© —Аі least. 5 years of recent experience analysing country 
+ economies; Latin American experience preferred. 

|]. — Excellent macro-economic background with a muiti-disciplinary 


approach to the analysis of economic development issues and 
the formulation of alternative strategies and policies. 

—Strong quantitative analysis skills and excellent writing ability. 
—Fluency in Spanish is highly desirable. 


Energy Economist 


Organisation is also accepting applications from energy econo- 

mists (electrical and/or gas sectors). The assignment will involve 

carrying out economic analyses of energy projects, including 

travelling on missions to the countries of the region to assist the 

govemments in the preparation of project proposals. 
equirements: 


|. —Master's degree in either Economics or Engineering. 


—Spanish required and English desired. 


* —At least 3 years of experience in energy systems planning is a 


must. 


We offer excellent salaries and benefits for these term assign- 
tnents, including relocation costs. Interested applicants should 
send cover letter indicating nationality and salary history to: 


Recruitment Section-EC 
STOP E-0507 . 
Washington DC. 20577 















Massey University 
Palmerston North; New Zealand 


LECTURER/SENIOR LECTURER IN 
ECONOMICS 


Applications are invited from persons: ; 
with good doctorate or equivalent-publi- 


cations with interest in any major area 
of Economics. Willingness to partici- 
pate. in the general teaching pro- 
gramme.is essential. There is opportu- 
nity for advanced teaching and 
research in the appointee's field. 


Government -superannuation is avail- 
able. Removal and travel expenses will 
be reimbursed (to specific limits). Sala- 
ry: Lecturer NZ$30,500-$35,000, Se- 
nior Lecturer · NZ$37,000-$47,000. 
Commencing salary according to quali- 
fications and experience. 


Conditions.of Appointment may be ob- 


tained from the Secretary General, As- 
sociation of Commonwealth Universi- 










University of East Anglia 
Norwich 


TEMPORARY LECTURER IN 


ECONOMICS .- 


Applications are invited for a temporan 
lectureship in economics in the Schoo 


of Economic and Social Studies for the 


period from 1 January 1987 to 31 July 
1988. Candidates with. specialist inter. 
ests in any area of economics. are 
invited to apply. Salary within the range 
£8,020 to £9,880 per annum on the 
scale £8,020 to £15,700. per annum 
plus USS benefits. 


Applications (three . copies), . whict 
should contain: à full curriculum. vitae. 
including exact date of birth, together 
with the names.and addresses of three 
persons to whom reference may Бе 
made, should be lodged with the Estab- 
lishment Officer, University of East An- 
glia; Norwich NR4 7TJ (tel: 


















































ties. (Appts), 36 Gordon . Square, 
London WC1H OPF; or from the Regis- 
trar of the University, with whom appli- 
cations close on 24 October 1986. 


56161, ext 2126) from whom fü 


| application are issued. 





NEW TECHNOLOGIES AND THE FIRM 


SENIOR RESEARCH 
FELLOWSHIP 


Applications are invited for the position. of Senior Research 
Fellow to work for a period of up to three years as Co-ordinator 
„of the forthcoming Economic and Social Research Council 
programme on New Technologies and the Firm. The ESRC 
Industry and Employment Committee is commissioning a 
substantial multi-disciplinary programme focusing initially on 
the development, impact and evaluation of new technologies at 
the level of the firm. 


The appointment may be either on a full-time or a half-time 
basis and will involve co-ordinating the overall programme; ` 
advising оп {ће assessment of research bids and working on 
the development of subsequent proposals; monitoring research 
in progress; and disseminating research findings. The Fellow 
will have a major part to play ensuring the involvement of 
industry in the individual research projects. The balance of the 
Fellow's time (if full time) would be devoted to substantive 
research, including contributing to the development of. a 
framework for the study of new technology. Research assis- 
tance may be provided if justifiable. ; 


Applicants should be at Senior Lecturer or Professorial level or 
other equivalent status with a relevant research background 
and, preferably, significant industrial experience. Salary and 
conditions. are negotiable. The position is available from 1 
November 1986. 


Further details are available from Sally Parkinson, ext 232, 
and Joan d'Alton, ext 234, Economic and Social Research 
Council, 160 Great Portland Street, London W1N 6BA. 
Telephone: 01-637 1499. The closing date for applications 
is Friday 10 October 1986. 


ECONOMIC 
AND SOCIAL 
| RESEARCH : 

COUNCIL — - 








particulars. may be obtained, not late 
than 10 October 1986. No forms ol 








APPOINTMENTS 


INTERNATIONAL 
PRESS INSTITUTE 


SENIOR SECRETARY/PA 


For the Director of London Secretariat 
First-class. skills in shorthand/typing, | 
word processing and.telex are essential. 


Tenure-track 
- = Е : * 
. er associate professorship 

in international god ‘economic: development 
policy, starting 1 July 1987. Responsibilities include 
development of a strong research programme relat- 
ing to the problems of low-income counties, sdper- 
vision of graduate student research, and teaching at 
the graduate and undergraduate level. Qualifica- 

agricultural economics or 


"Experience in congress organisation is 
useful and a knowlege of Spanish and/or 
French would be an advantage. 

- Please write together with full CV to: 


- DIRECTOR 
INTERNATIONAL PRESS INSTITUTE 
DILKE HOUSE 


‘MALET STREET 
“LONDON WCTE 7JA 
(marking envelope “personal’’) 


| university of 
. groningen, 
the netherlands: 


Faculty of Economics announces vacancy 
for chair in 


ШШ economic and social 


history 
(vac.nr. 860717/3152) 


The economic and social history 
department consist of 7 staffmembers 
within the Faculty of Economics and also 
provides courses in the History Faculty. 
The candidate is required to have research 
. experience in quantitative economic and 
social history, a significant publications 
record, teaching and organisational skills. 


Further particulars may be obtained from: 


Henk van der Meulen, Faculty of Economics, 


telephone 50633734 (work) or 50413961 
(home). 


Su 
Application (with curriculum vitae) should 
be adressed preferably before October 1st 
1986 to: University of Groningen, 
Personnel Department 
«Postbox 72, 9700 AB Groningen 
The Netherlands. 


We kindly invite women to apply, 
especially for those positions hitherto 
predominantly held by men. 


NEW TECHNOLOGIES 
. AND THE FIRM 


PRE-PROJECT | 
RESEARCH FUNDS 


The ESRC Indüstry and Employment Committee is launching а: | 


major initiative on New Technologies and the Firm. Asa precursor B 


to the competition for major project funding which will be available 
in April 1987, sums of up to £2,000 are currently being offered for < 
pre-project research. | 


It is intended that projects will address the following areas the ~ 
initiation, development, implementation and impact of new tech- . 
nologies in the firm; technologies as an instrument of competitive 
Strategy; technologies and their consequences for human re- 
source policies and practices in the firm and the evaluation of new 
technologies. The Initiative will principally focus at the level of the . | 
firm although some projects are expected to examine the broader 
context. Projects are expected to be problem focused and 
innovative research methods will be encouraged. 


The pre-project money is designed to foster a high degree of. 
liaison between researchers and industry, to enable the negotia- | 
tion of access to industrial situations and to allow full proposals to 
be generated. 


Further details are available from Sally Parkinson, ext 232, 
and Joan d'Alton, ext 234, Economic and Social Research 
Council, 160 Great Portland Street, London W1N 6BA, tel 01- 
637 1499: The closing date for applications is Friday 10 
October 1986. 


E/SIRCEE 


INTERNATIONAL PROPERTY 


SWITZERLAND 
LAKE GENEVA/MOUNTAI 


Fine selection of apartments and cha- 
lets available with authorisation for for- 


eigners. Reasonably priced. Excellent 

terms. Visits also on. weekends by NICE FLATS 

peperit Pie ` Gruyère country (Charmey) 
LAN „Ау, Mon-Repos 2: . 

CH-1005 Lausanne, Switzerland. Tele: bei i iere 


ч É 3 rooms & fireplace and balcony. 
phone: (21) 22 35 12. Telex 25185 | | | 655 mortgages at disposal at 51% 


Switzerland 


For. sale with authorisation for 
foreigners. 


TO RENT 
FULLY FURNISHED FLAT 
CENTRAL LONDON 
MARBLE ARCH AREA 
Close Oxford Street, Park Lane, Hyde Park 
Two double bedrooms, fully equipped kitch- 
en, large sitting room, bathroom hall, sepa- 
rate WC. Colour TV, video, ansaphone, 
porterage 
Available for short or long Tet. 
Apply for details Bex 3496 


6A, rue Lécheretta, PO Box 294 
CH-1630 Bulle. Tel: 41.29/2 30 21. 


+ SWITZERLAND 
Я Ѕа 


le to foreigners authorized 
Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX 
or in one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, 
VERBIER, VILLARS, LES DIABLERETS, CHATEAU-D'OEX/GSTAAD & JURA 
from Sfr. 110/000.- 60% credit at 62% interest for 5/20 years. 
: nt. Tél. 41-22/341540 ` 
- Télex 22030 





"APPOINTMENTS - 



















ECONOMIC DEVELOPMENT DIVISION | e эми TIDE: 
BUSINESS ECONOMIST ы о 
à niin: Кыйыр " Applications are invited for the post of 
£11,850-£12,885 и Ee EET 
The jobholder will provide relevant business, economic and ў ' T- 
company information and intelligence to support the business Umi vi ` 
activitas of the Unit. Relevant research and analytical skills - ; E 
к салак тюзю fa eee са Support will alec be given to within the economics division of this college. The candidate will be 
liaison with major local employers and trade unions. expected to develop a knowledge of alternative farm-based 
Applicants should be educated to degree standard, preferably enterprises. Teaching and training are major activities for the 
in business economics or economic planning, with a good post-holder, but the ability to. carry out applied research and 
working knowled je of industry and commerce. It is unlikely consultancy studies are also important. Sen 
a apane MI qua зеуоп увага’ ехрепепоа Aor adie Salary scale: £8,463-£13,412 according to qualifications and 
purine ey re БҮ: application толпа (готина by 22 experience. 
ptember 1986) from: Personnel Unit, Development ti heme. 
Department, 120 Edmund Street, Birmingham B3 2RD. Superannuation schema | | | 
Telephone 21-235 2168. Forms of application and further particulars of the post, quoting 
И | Reference No 5/86, may be obtained from The Secretary, The 
Birmin ham North of Scotland College of Agriculture, 581 King Street, 
gnam Aberdeen AB9 100, with whom applications should be lodged 
not later than Wednesday 1 October 1986. 





An equal opportunities employer. 






St Anne's College 
Oxford 


TEMPORARY LECTURESHIP IN 
ECONOMICS . 


The College invites applications. for 
Lecturer in Economics for. six month 
from 1 January. 1987 with the possibilil 
of a further year at the end of th: 
period. The Lecturer will be required t 
teach 12 hours per week. Further ра 
ticulars may be obtained from the Co 
lege Secretary and Registrar, © 
Anne's College, Oxford, OX2 6HS, t 
whom applications, together with th 
names and addresses of two referee: 
should: be sent not later than 10 Octc 
ber 1986. { 





The youngest Faculty of Economics in The Netherlands was established 
in 1984 at the University of Limburg in Maastricht. This rapidly growing 
Faculty experiments with problem-oriented learning in its curriculum. In 
its research it aims.at integration of economics, business administration, 
the social sciences and quantitive methods. 

Educatrion and research are particularly focussed on problems in the 
fields of Labour, Technology and the Public Sector. The Faculty seeks 
applications for the position of 


associate professor 


of industrial organization 
and competitive strategy 


Applicants are expected to have a broad educational and research 
experience in this field. They should have completed a doctoral 
dissertation and have published a number of high-quality contributions to 
this area. In addition, they should have demonstrated management 
qualities in an academic of business organization. Appointees should 
attain fluency in Dutch. 


The academic ranks in The Netherlands are:built up as follows: research 
assistant, assistant professor, associate professor, full professor. : 
Associate professors are expected to contribute to education, research OXFORD ECONOMIC 
and administration with a great deal of independence. FORECASTING- 


Salaries are in the range of ОЙ. 6.182,— to 8.054,— per month, dependant mum а . 
upon education and experience. ECONOMIST 


i i i i | 1o assist with - continued development of 
tel (45) noe can be obtained from Professor Hein Schreuder, | OEE s macroeconomia models of the major 


à р industrial. countries: The person employed 

E. ZA bos E UN uou. will also be involved. in the preparation of 
Applications are expected in writing within two weeks after the publication | forecasts and reports and therefore, in addi- 
of this announcement. Please address applications to: Rijksuniversiteit ЭДА он, оос uni а 
Limburg, Dienst Personele Zaken, P.O: Box 616, 6200 MD. Maastricht, | would be desirable: a recent graduate will be 


The Nether! ^ | " th considered. A competitive salary commensu- 
ее pert and refer to "vacaturenummer 6134" on both the letter "| m ores 


' Rijksunivers 






























FINANCE HOUSE 
SALES TRAINEES 
C. £7,000-- basic + bonus 


London, Sussex & Berks. 
Subsidiary of clearing bank. 
Suit graduates. Full training given. 


01-833 0661 K. P. Personnel Agy. 

























Р m Please write in confidence, enclosing curricu- 
*. = а 4d 25 LI p lum vitae tor - — с ae 
teit Limburg || seti, 


Colle 
ORY 


















APPOINTMENTS _ 


INTERESTED IN HUMAN RIGHTS? 
— DEPUTY HEAD OF RESEARCH 


Amnesty international needs a Deputy Head of its Research Department. The Department has over 110 staff and is responsible for gathering and assessing 
information on Amnesty International's concerns around the world and for developing and maintaining programmes of action. The Deputy Head will have a 
direct management role as regards both programmes and administrative matters. He/she will contribute to the formulation and implementation of policies, and 
maintenance of the quality and impartiality of Amnesty International's material as set out in its Statute. : i 

The Deputy Head of Research is responsible for supervising the work on refugees and giving of material aid to prisoners, and will take primary responsibility for 
other policy areas dependent on background, skills and expertise. He/she will be required to represent Amnesty International externally. He/she is a member 
of thé senior management team of the International Secretariat as a whole. 

Candidates must have sound political judgment and a wide knowledge of the political, economic and legal situation in different parts of the world. He/she must 
have demonstrable ability, and preferably, experience of management and of initiating and implementing policies. He/she must be able to work in an 
international and multicultural environment, and must have fluent English. Knowledge of other languages would be an asset. 

Salary: £15,211.73 rising to £18,013.07 (index linked, annual increments). 


| | A HEAD OF ASIA REGION 


;; Amnesty International needs a Head of the Asia Region of the Research Department based in London, after the promotion of the previous Head. The work of 

‚һе department includes investigating and documenting human rights violations in the region and preparing initiatives to be taken by Amnesty International in 
relation to prisoners of conscience, trial procedures, the treatment of prisoners and the death penalty. 
The Head of Region supervises 22 staff on strategy arid techniques for action and research; approves texts and actions prepared by the research staff; advises 
on policy matters; and has immediate responsibility for various administrative, budgetary and personnel matters. 
Candidates must have sound political judgment and extensive knowledge of the Asia region, with a specialist knowledge of one sub-region. Experience or 
demonstrable ability in supervising specialist staff is necessary, as is the ability to communicate well in English both orally and in writing, and to represent Am- 
nesty International externally. Knowledge of an Asian language and/or another European language would be an asset. 


Salary: £13,530.93 rising to £16,332.27 (index linked, annual increments). 


| HUMAN RIGHTS IN INDIA 


One Year Fixed Term Contract 
‘Amnesty International needs a researcher to investigate concerns in different parts of India, including human rights violations affecting scheduled castes and 
: tribes; This will include identifying source material, monitoring the press, and expanding contacts. 
^ Candidates must have sound political judgment, and knowledge of India, based on academic study and/or residence. He/she must have fluent English, be able 
to type, and be able to work independently, often under pressure. Knowledge of an Indian language would be an asset. 
Salary: £11,850.13. 
Closing date: 24 October 1986, 





HUMAN RIGHTS IN INDIA 


Amnesty international needs an executive assistant to work in Sri Lanka, India and Bangladesh. He/she will be mainly responsible for liaison with Amnesty In- 
ternational groups worldwide advising on human rights concerns and appropriate membership actions to be taken. 


A background knowledge of the area is essential, preferably first hand experience. Candidates must have fluent English, be able to type, and be able to work 
well in à team, often under considerable pressure. Knowledge of a language of the region would be useful. 


Salary: £10,169.33 rising to £12,970.67 (index linked, annual increments). 
: Closing date: 24 October 1986. 


For further details and application form, contact the e" 
Personnel Office, Amnesty International, International amnes ; 


ons? 3805. Easton Street, London WC1X = feo б international 


INTERNATIONAL PROPERTY 






SWITZERLAND 
LAKE GENEVA OR MOUNTAIN RESORTS 
MONTREUX VILLARS 


INVESTMENT OPPORTUNITIES 
IN SOUTH AFRICA - 


BUY A £250,000 HOUSE FOR £37,000. 
New regulations concerning the. Financial Rand in South Africa now allow you to buy property 
“fora action of her real wort, E ER 
Now that the Financial. Rand has-been released by the South African Reserve Bank for the 
purchase of commercial and residential. property presently 28p to. the UK £. there. are 
outstanding opportunities. for investment in property in South Africa, particularly as rentals and 
dividends can be expatriated at the Commercial Rand Rate. 
Harrow Owen (Brokers) (Pty) Limited/Newport Real Estate provide you with feasibility studies in 
‘both commercial and Piso property or ca Анан j ш } 
4 27. Telephone: P. A. Leslie 
South African Address: PO Box 78307, Sandton 2146. 
. Telex No: 423007. Facs No: 783 5201 i 





240,000. Mortgage possibility: 80%/Interest: 6.5%. 
Construction Kohil SA 1883 Villars. Phone 25/35.15.33, 
1 would {ike to receive your documentation, without any obligation: 










Name... ... Firstname ... 














Forai can buy lovely apartments or chalets with magnificent view. Price from SFr 









BUSINESS & PERSONAL 


‚ SWISS HANDLING OF 
INTERNATIONAL 
TRANSACTIONS 

The key company for: 

* Handling ot international transactions 


it your ür Company supplies Computer ‘Hardware 
Software or Supplies and plans: to enter the 
European Market —beware! 
Qur territory consists of over 25 separate coun- 
tries, each with its own business culture, laws, 
Currency and customs regulations (even within 
the European Economic Community). 
You will need professiona! guidance to ensure а 
successful first-time introduction of your products 
into what can be a lucrative market; We will help 
ж Fiduciary and trustee services you set up sales channels, technical: support 
DE BERIG SA Structures and also take care of all formalities. 
13A K Contact us for пов details: 
sag dies MACPARTNERS international 
Tal: 47 59 80 1388 Hi Mein e toni Pa rio 90) 
d A ег, Su > 
Telex: 421808 DEB CH Tel: (972) 66959 Telex 917089 LARKA 
















+ Seq eounterfrade/barters 
* Marketing countertraded products 





AGENTS—INVESTORS 
A New Billion Dollar Industry 


will give you projected annual returns of 25% for many, many years. 


FISH AND OYSTER FARMING 
minimum investment US$4,000 


For details write today in English: 
Box No 97-1193 
Triservice SA, PO Box, CH-1219 Chatelaine. 











Costa Rica 


Offers you the ideal investment choice, plus an 


~ INTERNATIONAL TRAVEL DOCUMENT 


Costa Rica, under Law 4812 and its bylaws, provides the opportunity for 
. investors to achieve capital growth, high yield, tax advantages, financial 

privacy, legal residency status in a highly-respected democracy where 
personal residency is not required, and an internationally-accepted travel 
document. 

. A minimum investment of US$50,000 including stable income will achieve 
all this. Write to: 

FIDELITY MANAGEMENT INTERNATIONAL, INC. 
Dept. 450, PO Box 230, Centro Colon 1007, San Jose, Costa Rica. 
Tel: (506) 22-1659 or 23-7362. 

Telex 48094 FIMAN CR. 









































А £5,000 into 
£64,000 injust5years * 

A Fully audited track ` 
. record 
A Futures managed 


‘deducted at source 
A Limited liability 
Minimum investment 
£5,000 or sterling 








account programme equivalent 

| Pleosesend me details on your Investment Programme EC/13/08 ! 

4 - 1 

i Name | Г i 
Address : 











Post Code. 





CSTC UD, 
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MARKET TIMING 


Contact: Scott aa peer location 
Advisers, ine, 27528 E fauore 

Rolling Hills Estates, CA 90774, (213) та | 
Past performance no guarantee of future return. 


ZURICH-ZURICH-ZURICH 
BAHNHOFSTRASSE 52 
YOUR OFFICE AWAY FROM HOME 
Ф Office/Management Services 
€ Company Formations 
€ How to do business in/or/ 
FROM SWITZERLAND 
Business Services Consult Corp 
Bahnhofstrasse 52, CH-8022 Zurich 
Tei: 01/211 92 07. Tix: 813 062 BSIC 


OVER 100 RADIO SHOWS 
"Reach All of the Major American Cities 
with our Armchair Tour” Appear as a 
guest on-Major Talk Shows Across the 


US. Promote your book, product, or ser- 
vice. Reach several million consumers. 
Appearance guaranteed. 

212) 807-8 





OVERSEAS POSITIONS 


Hundreds of top paying positions available 
now. Tax-free incomes. Many attractive 
benefits. Opportunities for alloccupations, 
skilled trades, professionals, manage- 
ment, technical personne! etc. 

For free information about our publica- 
tions, write: 


Em 
, Town of Mount Royal, 
, Canada H3P 3C7. 












MARGARET D. WHITE 
Handwriting Analyst 
01-661 2445 


A сараен asia service саа in re- 

cto tment - Promotion 

ment - pede Guidance - Ques- 
tionned Documents etc. 

All analyses are strictly confidential and 

are the sole property of the Client. A full 

back-up service is also available. 





YOUR OFFICE 
IN AFRICA 


Fully serviced city 
centre office & workstations. 


PRESTIGE BUSINESS SERVICE 


Box 5438 Harare, Zimbabwe 
Tel: 263-0-706171/2/3 
Tix: 2195 JHAPBS ZW 


KNIGHTSBRIDGE 
- GREEN HOTEL - 









A small family owned and run hotel close to |- 


Harrods. Excellent accommodation—mainly B 
in suites—from £48 per night plus VAT. 
English or Continental reat to onder, 


|. TRANSLATION... of 










| WHY spend. money on hotels when you 
| could; ent an elegant company pied-à 


Tel: 01 -828 2278. 


CAPITAL CVs prepare. high quality 
curricula vitae. Tel: 01-607 7905. fo 
details. 






on economk 
texts, English/German/Modern Greek 
contact О. E. Divaris LLM (London) 
BSc(Econ), Apokafkon 9, Athens 114 
71. : ; А i 










AFRICA LOW COST Flight specialists 
African World Travel Services, 01-73 
7181, 734 7182, 5th Floor, Radno 


House, 93 Regent St, London W1. 













AUTHORS WANTED BY 

NEW YORK PUBLISHER 

Leading book publisher seeks manu: 
scripts of all types: fiction, non-fict 
poetry, scholarly and juvenile wo 
etc. New authors welcomed. For C... 
plete information, send for free bookle 
5-92, Vantage Press, 516W, 34 St. 
New York 10001. 


HIMALAYAN ADVENTURE 
Fori holidays in India. and 
Bufo Ventures Ltd, 3 Elim Grove 
Bowness-on-Windermere 
Cumbria LA23 2JN. Tel: 09662 5445 


THE 
ECONOMIST 
For information about 
classified advertising 

opportunities 
contact 
Elizabeth Bisson 
The Economist Newspaper Lid | 
* 25 St James's Street | 
London SWIA IHG 


Telephone: 01-839 7000 
Telex: 24344 ECON G 






















Or. 
Margaret Medlock 
The Economist Newspaper Ltd 
10 Rockefeller Plaza 
New York,.NY.10020 
Telephone: 212 541 5730 
Telex. 148393. . 


APPOINTMENT 
WANTED  . 


CAPTAIN 
Top Qualification and 
Experience 
—4 languages—. 
Seeks permanent posi- 
‘tion on large yacht (sail 

{ ^ or power), 
Captain Zwygart 
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20 rue de la Maladiere 


_ 52000 Chaumont 





ECONOMIC AND FINANCIALINDICATORS 1 





OUTPUT, DEMAND AND JOBS West Germany revised its figure for GNP growth in 
the second quarter from 2.696 (equivalent to 10.696 at an annual rate) to an even more 
Strapping 3.4% (equivalent to 14.3%); the revision leaves GNP in the second quarter 
3.396 higher than a year before. Japan's GNP growth also picked up in the second 
quarter, for a rise of 3.6% over a year ago. But Australia’s app plunged 1.5% (at an 
annual rate), leaving GDP only 0.7% above the second quarter of 1985. 


*6. change at annual rate 



















































industrial production GNP/GDP retail sales unemployment % rate 
3 mthst 1 year S пиће} 1 year 3mthst 1year latest year ago 
Australia —— — 24 i 38 +329 ы 5. Ped D *43 + 5.0(12) 83 (7) 82 
459 (4t 127 0} 135 _ 
50 + 3.0 6) +31 + 3.9 (6) + 5. __+ 45 (6) 9.7 (8) 103 
EST t4 +98 (5)  990y ^ 97 
193 + 18 __+ 20 (7) 8.8 (8) 93 
Holland —— -120 .— - 19 1: 8 8 NEN 8 — +02(6{ 143(8 ^ 159 — 
"ay — *24 (6) - 04 i +22 (3) +156 + +2200: 3807 EVE 1327 . 
de 00016 (7) + 3.6 + 3.6 (6) +150 65 — 23 (7) 26 
Spain. -.24(3 nma na z4 +16 6 (6) 204 (7 200 
Sweden ^ - 68 ^ - 09 (6) + 62 à + 32(3 *39 + £22 GH 23 y 28 
zeland ^ ni ^^ 10(3 - 44 ^ 22(3 -100 ^ - i EI 0.7 09 
~ 13 6) +18 + 15 (6) + 6.0 43 (7) 170) 143 
ум 2199 _. ni (7) + 06 + 26 (6 +107 _ 5.4 (6)  68(8 70_ 
{Value index deflated by CPI. 
PRICES AND WAGES Holland's index of consumer prices went up in August, its 


first rise for four months; but it was still 0.596 lower than in August 1985. Wholesale 
_prices are falling (in year-on-year terms) in eight of the countries in our table; but 
Britain's went up 4.396 in the year to August, Canada's by 0.3% in the year to July and 
Spain's by 1.3% in the year to June. 









































































% change at annual rate 
Consumer prices* wholesale prices" wages/earningst 
Smthst 1 year З mthst 1year 3mthst 1year 
F 6. 8. _ + 66. +65 (3) +99 + 7.1 (2). 
. -57 27.2 (7). nil + 3.0 3) 
745 + 0.3 (7) -1.2 +30 (6) 
21 -03(3 + 3.9 ___+48(4) 
- 58 -34() +55 | + 44 (7) 
609 2.984 (5) +03 à 23 *t20(7) 
~ 70 - 18 (6) +29 +506) — 
-13.0 -107 () X + 28 + 39 (7) 
t06 +136 +132 +100 (4) Á— 
i 03 + 1.6 (6) +50 _ + 43 (6) — 
- 54 - 4.0 (7) 118.9 + 38 (3) 
24 (7) + 23 +43 (8) +77 +75 (6) 
+ t 16 (7) - 04 ~ 22 (7) + 14 + 2.4 (7) 





wage rates in anufacturing except Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, 
а, Sweden and USA. hourly earnings. ик, monthly earnings amings; Japan, а 







FOCUS: REAL WAGES Hourly earn- 
ings in manufacturing are rising faster 
than consumer. prices in five of the 
world's six biggest OECD economies. 
The exception is Italy, where over the 
past year earnings have gone up by 
596 compared with a rise of 5.926 in 
prices. In Britain and West Germany, 
the growth in earnings has exceeded 
price inflation by five percentage 
points over the past 12 months; in 
| Amarica and Japan, the gap is small- 
|: er—with rises in real earnings of 0.8 
|| and 3.8 points respectively. If real 
earnings rise too quickly and for too 







% change on previous year 


Hourly earnings 
(manufacturing) 







United States 





long, international competitiveness 
can suffer. This is a big worry for 
1 Britain; since 1980, its real earnings 
г have gone up by 26%. weno. о, (OE re 





Footnotes applicable to ail tables, "Al figures seasonally adjusted except where otherwise stated. "Not seas. adj. {Average of latest 3 months 
стао with average: of previous 3 months; at annual rate. n.a. Not available. Small figures i in brackets denote month of indicator. 
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THE ECONOMIST COMMODITY PRICE 
INDEX Gloom is settling on the sugar 
market again. Prices have sunk below five 
cents a Ib, the lowest for nearly a year— 
and they could go lower now that supply 
this season has caught up with demand. 
Higher prices earlier this year have led to 
more plantings, and the shortfall in 1985- 
86—the first for six years—was only 2m 
tonnes. Thatwas barely enoughtodentthe . 
surface of world stocks, which stand at a — 
record 40m tonnes. India, formerly a big . 
importer, may buylessthis season, andthe 
United States has recently offloaded 
150,000 tonnes to China at less than the- 
world market price. 





1980=100 % change on 
Sept2 Sept9 one one 
(provisional) month — year 
Dollar index 
All items 75.3 75.9 +28 +62 
Food 81.3 80.6 -01 +856 
Industrial 
All 68.4 69.8 *53 + 43 
Маў 74.8 76.6 +60 + 76 
Metals 63.4 64.6 +48 + 21 
Sterling index 
All items 1175 118.9 +29 ~ 60 
Food 126.8 126.3 nl | — 65 
industrial 
All 106.7 109.4 +54 -77 
Маў 116.7 120.0 +61 - 48 
Metals 99.0 101.3 +49 ~ 96 
SDR index 
All items 80.6 81.9 *29 -109 
Food 87.0 87.0 nl -11.4 
Industrials 
All 73.2 75.3 +54 -125 
Мај 80.1 82.7 *61 - 98 
Metals 67.9 69.8 +49 —144 
Gold 
$ per oz 393.00 41200 +72 +280 
Crude oil North Sea Brent 
$ per barrel 14.80 14.60 + 50  -466 
tNon-food agriculturals. 





West Germany 


86* 
*Latesi 


84 












the share prices of 1,700 companies 
in 19. countries and combines them 
into a world stockmarket index. Since 
the beginning of the year, this index 
has risen by nearly 40% in dollar 
. terms—to a fraction below its all-time 
high. The best performer has been 
financial services, rising 13596. Con- 
struction and housing was the fastest- 
‘growing sector in 1985, with a rise of 
.1%: so: far this year it has done 
atter; having risen 121.7% in 
`i: just eight months. The slump in the oil 
| market has hit energy and equipment 
services hardest: their share prices 
have fallen by 1196 this year, and now 

|. stand 69% below their peak. 


% change from January 1 to August 29 1986 
20-0 +% 40 80 120 140 
гт EFE ESN 





oop Financial services- 
{Construction & 
housing 

“Wholesale & 

" international trading | 


l pléciteity & gas 
Cars. A 
Bankin 

Steele ^ 
Insurance 


4% weight in world 
index, August 1986 


Chemicals 


Broadcasting & 
publishing 


Leisure & tourism - 
Telecommunications 


Oil companies 


Electronic 
components 








SES Wall. Tom touched a high | for the yos on Septemb 
| S sent it sharply down again. 

interest rates also pushed Tokyo and Frankfurt lower. UU RUD 

Stock price indices ; % Change on. - 

Sep 1986 one one record 


Sizes 
9 high low week year "high ` 


in local 
cu 
1247.0 1010.8 
27669 _ 


Australia . 122056 
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3010 
19700 




















1361.0 
2039 — 
2454.5 


South Africa 
Spain 
Sweden 
Switzerland 











2620.6 
_ 625.5 
1425.9 
1919.7 


ДААА 
MONEY AND INTEREST RATES Monetary growth іп Japan speeded up а little ir 
the year to July: the broad measure grew by 8.796 (compared with 8 5% in "e year tc 
June), and the narrow by 7.2% (compared with 6.3%). ; 


Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields... Eurocurrency 
Narrow — Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits: Bonds 
(M1) lending З months long-term 37 
+ 85 +10.6 (7) 17.00 18.60 19.00 18.00" 14.18" 
Ё * 60 +72 (3) 635 ^ 725 1050 680 _ 
Canada +38 +52 (8) 825 .1 
France + 94 + 49 (5) 7.00 
W. Germany +111 + 8.3 (7) 4.45 
Holland +11.6 + 64 (5) . 
Мају +109 +92 8 no n 13. 
Japan +72 +87 (7) 469 413 
Spain X170 4124 (6) E 11.80 14.50 
Sweden — па .*71(5 800 950 1275 
Switzerland + 38 + 59 (5 193 419 
UK 3 4193 (7 8. $94 1 ИШ: 
USA +134 + 79 (7) 5.75 5.60 5.45 ; à 
Other key rates in London 3-mth Treasury Bills 9.4%, 7-day Interbank 10.096, clearing banks 7- у! пойсе 4. 4%. 
Eurodollar rates (Libor): 3 mths 5.9%, 6 mths 6.0%. 
{М2 except Australia, Canada, < Spain, Switzerland, USA, W. Germany, M3, Japan М2 + CDs, UK £M3. Definitions of. A 
rates quoted available on regios, Sources: Bank of Bilbao, Chase fanhattan, Chase Econometrics, Bangue de Commerce 


(Веідіит), Nederlandse Credietbank, Credit Lyonnais, Svenska Handelsbanken, ANZ bank, Credit Suisse irst Boston. These 
rates are indicative only and cannot be construed as offers by these banks. "last week's rates. ; 
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TRADE, EXCHANGE RATES AND RESERVES In July, West Germany's trade surplus grew to DM11.6 billion oe 4 billony 
its 12-month trade surplus increased to a record $40.1 billion; that helped to push its 12-month current-account surplus to $26.7 bil- 
“lion. Canada's visible trade slipped into deficit in July, reducing the 12-month surplus to C$11.4 billion ($8.3 billio 


weighed terms, the yen fell by 0.4% and the D-mark by 0.5% during the week; the dollar went up 0.6%. 


Trade balance'* 


latest 12 
noe 


latest 
month 


current- 

$bn account 
balance $bn 

, latest 12 mths 


Trade-weightedt 
exchange rate 


currency units per $ currency.units 


foreign reservestt 
$bn 


latest year ago latest year ago per £ perSDR регеси June year ago 
65.8 1.63 1.49 242 97 1.66 &1. 6.5 
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! Anunshakable resource 
|  inashiftinguniverse 







































































| Every day, the world of telecommunications becomes 
| more complex. 

| New equipment appears, new suppliers enter the 
| market, new methods – and even completely new 
technologies — evolve. 

| In this universe of change, there's one unshakable 
resource. A resource which has emerged unscathed 
from the turbulence of the last ten years. A resource 
which provides a firm framework for the future. 

Ericsson Telecom. 

A single organisation that offers 
unique total telecommunications g 
| capability. 
| We've adopted the diamond as the ) 
| symbolof this unique resource. Diamonds are rare and 

valuable. Diamonds are almost indestructible. Above 
| all, the facets of a diamond work together to reflect 
| the brilliance of its inherently simple core structure. 

At the core of Ericsson Telecom lies the AXE 
digital switch - one system, comprehensively capable, | 
modular, future-proof. The facets of the Ericsson | 
Telecom diamond reflect the total competence of this 
uniquely successful core concept. 

Ericsson Telecom offers access to the world's most 
























advanced network hardware and software ... the 





world's widest spread of national support offices... 





the world's most successful telecoms research and 
| development...and the world's best record in 
managing the transfer of technology. 

Any telephone company choosing Ericsson 
Telecom as a partner is making a wise investment in 
an assured future. 
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See the substance behind the symbol | 
The unique total telecommunications capability of | 
Ericsson Telecom cannot be described in a small space. | 
| Get the full story of the world's most successful system | 
: | after its first astonishing decade, and see the future it | 
offers from now until the end of the century. | 
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Asset in World Telecommunications; a new brochure 
which brings out the brilliance of the diamond, facet 
by facet. 


| 
| Write to Dept. EC 6 06 600 for 'The Most Valuable 
| 
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Ericsson Telecom, S-126 25 Stockholm, Sweden. 
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YTICORP'S $25 BILLION IN SWAPS 
| TAKING THE SHOCK QUT Of 
‚ INTEREST RATE AND CURRENCY RISK 


^ In 1985, the global swaps market was again led by the investment bank that has le, 
for years: Citicorp Investment Bank. With a volume of over $25 billion, Citicorp 
dominant share of the swaps market remains unchallenged. 

- We still offer the world's widest choice of risk management solutions: swap 
ceiling and floor/ceiling agreements, managed hedges, futures and options. Andn 
only do we continue as SWaps market makers in US, Canadian, Australian and Ne 
Zealand dollars, Yen, Pounds Sterling, Deutschmarks, Swiss Francs and Ои 
Guilders, we will also tailor swaps transactions for any other currency with the help 
our extensive global counterparty coverage. 

We have recently joined together our long-dated foreign exchange and à 
currency swaps capabilities. Since we are number one in each area, we decided 
make all that power work together. 

Our capital base of $16 billion and our global network, second to none, back 
our capability to deliver the best solutions to our customers’ problems. 

Citicorp Investment Bank. Global power— with local expertise. 


—— eee: al al ь Р. А ivi a ДАР 








BRITAIN BECOMES PRESIDENTIAL 
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No other airliner offers as wide a range of 


Operational opportunities as the Fokker 100. 


Зураѕѕіпа congested hubs with nonstops. 
—stablishing mini-hubs. Serving active hubs 
With greater frequency. Feeding long-range 
ircraft. Exploring untapped markets. 
па with flexibility to change as rapidly as 
"competitive pressures dictate. 


in an era of deep discounting and intense 
^ompetition, the 100-seat capacity of this 
jigh-tech airliner — and its very low break- 
aven load factor — gives airlines a strategic 
"alternative to yield deterioration. 


Swissair. KLM. USAir. 











сга keg. 

















The Fokker 100 generates profits on non 
stop routes that put bigger jets in the red 
With a seat-mile cost comparing favorablv- 
with new generation 150-seat aircraft. 

And with the lowest trip cost. 


Give your airline unfair advantages. 
The Fokker 100. 


Fokker 
Amsterdam 
Holland 


Fokker Aircraft U.S.A., Alexandria, Virginia 
Fokker, Melbourne, Australia 

















Uruguay round 
Farms and services in, 
73. Russians out, page 7 


Big is beautif 


Europe's largest m Gum since 
1945, page 96. London's Royal 
Opera House spreads its 
wings, and the rest.of its 


ч premises, page 98. 


Noises off 

Stage set for summit, page 13. 
| Some cheer from Stockholm 
age 49. Daniloff, page 38. 


Election, 1987 


| Thatcher's hopes depend on 
| Kinnock frightening 2m-3m 
‘people off voting Alliance, 
page 15. She is aided as 
<T Liberals cry "bombs away”, 
| page 58. 


.| Bones of contention 


_ The fossil fight, page 85. 


.| Lebanon unfulfilled 
| dran's terrorists in southern 
Lebanon, page 25. What is 
needed to keep UN 


_| peacemakers there, page 16. 
A catalogue of violent splinters, 


ge 26. Gulf war's sixth 
birthday, same page. Counter- 
terror sm lesson for France, 


апо World Bank 


So clumsily taxed 
Britain's revenue-raising needs 
reform, page 19. 


| AIDS aid 


A drug with some hope, page 
B6. Rising toll in Britain, 


Patent plants 
Who owns genes?, pages 


Dangerous stuff 


Two candidates in Russian 
elections?, page 51. Legal 
strikes in Yugoslavia?, page 54. 


IBM's mid-life crisis 
What comes after "full 
employment"?, page 20. 
Apple's recovery and the desk- 
top battle, page 75. 


КЕ буканы mie to a Peilina 


[7% indifferent 


Elastic hours 


Why Europe needs them, page 
67. America's difference, 
page 66. 


Money talks 

Post-mortem on the Plaza, pre- 
mortem on interest-rate co- 
ordination, page 14. How the 
World Bank will change under 
Conable, a survey after page 
56. De Larosiére goes. page 
80. French currency control 
slays, page 83. So does 
Japan's money policy, page 
66. America's budget fudge, 
page 39. Britain's wide trade 
бар, pape 57. Does aid work?, 
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Business, finance and science 


63 Business this week 
65 World Business: Fiat: The family moves in as the Libyans 


move out; Japanese economy: Unemployment: Flexitime Y 
in Europe; Transamerica; North Sea rigs; GATT: Russian 
trade; Motown Records; Apple; Desk-top publishing 
Technology Brief: Copyright plants 
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Science and technology: Piltdown bird it 
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Economic and financial indicators: Output, prices, corn- 
modities, stockmarkets, interest rates, trade, currencies, | 
plus a closer look at executives’ pay and foreign exchange Р 
reserves 


is not; ADS drug; | 
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LETTERS 


Pro contra 
SIR—It is unbelievable that you 


` would characterise the 1984 elec- 


York Times have said that the à 


tions in Nicaragua as "fairish" 
(“Why the contras?", September 
6th). Even such diehard oppo- 
nents of aid to the contras as the 
Washington Post and the New 


elections were obviously rigged 
and horribly unfair. As the New 
York Times said three days after 
the phoney elections, “Only the 
naive believe that Sunday's elec- 


.. tion in Nicaragua was democratic 


CA 


i 


1 
E 


or legitimizing proof of the Sandi- 
nista's popularity." This froin 
one of the most naive papers in 
the western hemisphere. There 


Pacific France 


SiR— Your leader preposterously 
asserts that France is somehow to 
blame for Russia's growing influ- 
ence in the Pacific (September 
6th). Could it be that those small 
island-states, all of them poor 
and some barely out of the stone 


was nothing even remotely “fair- ff 


ish" about the Nicaraguan 
elections. 
Second, although everyone 


would ideally like to see а "'re- 
gional arms-cutting treaty and 
regular elections", as you advo- 
cate, it is the height of naiveté to 
believe that such an arrangement 
can be reached until the Sandin- 


| ists are given the boot. Can The 


Economist name even one com- 
munist country that has agreed to 
free and fair regular elections? 
And while moderate, and even 
some liberal, members of Con- 
gress might publicly pay lip ser- 
vice to the idea that support for 
the contras will drive the Sandin- 
ists to the bargaining table, no 
one privately takes this line of 
reasoning seriously. A vote for 
the contras was a vote to over- 
throw the Sandinists and any ex- 
planations to the contrary are 
political fig leaves. 

As a staunch advocate of Presi- 
dent Reagan's policies, I appreci- 
ate your view that the contras are 
a necessary element in a broader 
Central American policy. But I 
am dismayed that The Economist 
supports contra aid as a means to 
force negotiations, since negotia- 
tions have been going on for 
years to no avail. 

It is time to drop the pretence 
that the Sandinists will become 
democrats overnight or share 
power voluntarily if we just 
threaten them sufficiently. To 
think we can intimidate or talk 
them into democracy is to still 
believe in the spirit of Yalta or 
Helsinki. 

ROBERT К. DORNAN 

United States 

House of 

Washington, DC Representatives 





Published weekly (except. 





Chirac adores the Pacific 

age, have no choice but to accept 
gifts of money from whatever 
source? French Pacific territories 
enjoy a per capita income very 
far above that of any of them. 

You praise France—conde- 
scendingly—for conferring the 
benefits of its cuisine on French 
Polynesia, but do not mention 
that France last year granted it 
autonomous self-government by 
its own freely elected representa- 
tives. Would not the Scots love 
something like that! 

If the Australians want France 
out of the South Pacific, let us 
hope they are not contemplating 
using the methods that worked so 
well with their own aborigines 
and those of Tasmania. 

Lastly, the United States is not 
against, but very much in favour 
of the French presence in the 
South Pacific, which it considers 
a bulwark against Russian en- 
croachment and a valuable plus 
for the West. 

Woodruff, 


South Carolina J. DE Francesco 





A woman's work 


SiR— Your leader “Why women 
get the jobs" (August 23rd) gives 
a distorted picture. While it is 
true that the employment posi- 
tion of a few well-educated wom- 
en has improved in recent years, 
the situation for the vast majority 
of working women may actually 
have deteriorated. 

Women have never found it 
easy to pick up well-paid, skilled, 


"үүтү: 
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interesting jobs even during есо- 
nomic booms. The participation 
rates of women still lag well be- 
hind those of men in most west- 
ern countries. The percentage of 
women in executive jobs in the 
United States may have doubled 
between 1970 and 1985, but in 
1981 women represented only 
27.595 of all managers and ad- 
ministrators. And this is much 
higher than in most European 
countries, 

Most working women still face 
enormous discrimination and are 
concentrated in a small number 
of sectors and occupations, in 
unskilled, routine, low-paid jobs. 
These women also continue to 
shoulder the double burden of 

aid work and family responsibil- 
ities. Until men are willing to 
take over a fair share of domestic 
duties, women's opportunities 
will necessarily be limited. 

Women's employment oppor- 
tunities are shrinking in many 
countries. Increasingly, the only 
jobs available are part-time, 
whether women want that or not. 
In many countries, the female 
unemployment rate is actually 
higher than the male rate. In 
some countries, like Britain, a 
large proportion of women do 
not register as unemployed be- 
cause they are not eligible for 
unemployment benefits. 

Equal pay for equal work is far 
from being. an “unquestioned 
truth". In spite of equal-pay leg- 
islation, pay differentials are still 
very wide. In some countries 
men's wages have been lowered 
to those of women, rather than 
vice versa. 


Rita TIMMERMAN 


Brussels Lois STEWART 


Sexist 


SiR—Your article on Maryland 
(September 6th) is loaded with 
sex bias. Barbara Mikulski is de- 
scribed as "earthy, punchy, loud, 
rough," and Linda Chavez as 
“attractive and soft-spoken". 
The male candidates, Mike 
Barnes and Harry Hughes, are 
not described in terms of their 
physical appearance or their 
style, but rather on the basis of 
their political records. Miss Mi- 
kulski and Miss Chavez are com- 
peting in a political race, not a 
beauty pageant. 
Washington, 
DC 





MARGARET PUMPER 





Protectionism 


SiR—You stress America's need 
for a domestic “constituency for 
freer trade", observing that “the 
tricky task for Americans still 
committed to free trade is to sell 


the case for it in domestic politi- 
cal currency” (August 9th). 

The fact is that there has long 
been a wide and deep American 
constituency for “freer trade" 
(note the final "r"). The trouble 
is that there has never been an 
unmistakeable American com- 
mitment to programming totally 
free trade, to the indivisibility of 
fair trade and free trade, and to 
the domestic growth and adjust- 
ment policies needed to support a 
free-trade commitment. Nor, 
hardly without exception, has 
there been any public advocacy 
of such a strategy in government 
hearing or any other forum. 

Without the electrifying spur 
of a definitive, expressly free- 
trade initiative, the domestic-ad- 
justment policies needed even for 
consistently freer trade will not 
be forthcoming. Without sucky 
strategies in foreign and i) 
economic policy, lofty gove 
ment "commitments to free 
trade" will continue to be tar- 
nished by protectionist strata- 
gems rationalised as political 
pragmatism. And many of these 
trade restrictions will, as in the 
past, be accepted as political real- 
ism by most "free traders"—par- 
ticularly if the controls are given 
"respectability" by international 
negotiation in contrast to unilat- 
eral action. 

You say America needs “а 
free-trade populist”, by which I 
assume you mean someone who 
can rally support for free trade 
domestically as well as interna- 
tionally. There is no sign of such 
a leader in government, business 
or anywhere else. Protectionists 
will be routed (as in "clouted") 
when trade strategy is convinc- 
ingly routed (as in rooted") to- 
ward totally free-and-fair tr 
and the domestic full-empl 
ment and redevelopment policies 
needed to secure and sustain it. 


Alexandria, 
Virginia DAVID STEINBERG 
SIR—Your statement that Ameri- 
can free-traders should "appeal 
to consumers’ self-interest by 
saying how nasty it would be if all 
those VCRs, foreign cars and 
clothes were kept out" ignores a 
salient fact of American econom- 
ic life. Virtually all of the manu- 
factured goods that America im- 
ports could be replaced by 
domestic counterparts. 

To use your example, I fail to 
see any difference in the quality 
of sport jackets made in Italy, 
Brazil or America. Regarding 
cars, recent safety tests have 
demonstrated that many foreign 
cars are considerably less safe 
than American models. It is true 









EXECUTIVE FOCUS. 





=] BARBADOS NATIONAL BANK 


* | VACANT POST OF 
MANAGING 
DIRECTOR 


Applications are invited for the post of Managing 
Director of the Barbados National Bank. 


Applicants should be persons of recognised stand- 
ing and experienced in financial matters. Preference 
will be given to persons of proven ability in commer- 
cial banking or in the management of financal 
intermediaries. 


"Salary and other conditions of service will be com- 

` mensurate with qualifications and experience. The 
Bank will send further particulars of the post to 
applicants. 


Detailed applications giving full information on quali- 
fications and experience, date of birth, nationality, 
marital status and the names and addresses of three 
referees should be sent to: 


"|. The Corporate Secretary, Barbados National 
| Bank, Head Office, 11 James Street, Bridgetown, 
. Barbados, as soon as possible. 























EUROPEAN DEMOCRATIC 
(CONSERVATIVE) GROUP 


in the European Parliament seeks an administrator 
for its Brussels-based secretariat. Duties, initially in 
ЩЙ the field of social affairs and employment, to include: 
-F —— Preparation of briefing material 
— Assisting the members generally in committee 
and plenary 

~~ Liaison with- other political groups, institutions 
and political parties. 
Candidates should have at least a 2nd Class Univer- 
sity Degree. Together with professional and/or politi- 
cal experience in the field. Good knowledge of 
French and/or Spanish is essential. Salary approxi- 
mately 110,000 Belgian francs after deductions. 
Applications, together with detailed curriculum vitae 
and photograph, and indicating daytime telephone 
number before 9 October. 

Dr Robert Ramsay 

Secretary General 
European Democratic Group 
uropean Parliament 
Rue Belliard 97-113 
1040 Brussels 
Tel: 010 32 2 231 1750 






















The appointment will normally be for an initial period of thre 
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Commonwealth Secretariat 


RESEARCH 
OFFICER 


INTERNATIONAL AFFAIRS 
DIVISION | 


The international Affairs Division has principal responsibility 
for the Secretariat's task of promoting and facilitating consul- 
tation among member countries on international issues. In. 
addition to monitoring international political developments. 
and undertaking research and briefing on matters of major 
importance, the Division carries responsibility for organising 
and servicing the bi-annual meetings of Commonwealth 
Heads of Government and Senior Officials. 


The Research Officer will work in consultation with an 
Assistant Director under the general guidance of the Director. 
He/she will be expected to have a broad knowledge of 
international affairs and to monitor trends in Commonwealth 
relations and the foreign policies of individual Common 
wealth countries. Each Research Officer has responsibili 
for analysing developments and preparing periodic reviews. 
on specified regions and international organisations as well 
as particular international issues, for example, disarmament, 
human rights, Namibia. The work requires a capacity for a 
high level of accuracy and judgment. 


Applicants, who must be: citizens of Commonwealth coun- 
tries, should be University Graduates; post-graduate qualifi- 
cations would be an advantage. The person appointed must 
have a high degree of analytic ability and possess speciali 
knowledge, acquired either through previous professional. 
experience or through advanced academic study, of at lea 
one broad sphere of international affairs. Preference will i 
given to persons with knowledge and/or experience of the. 
workings of the United Nations and/or of other inter-govern- 
mental organisations; and, in particular, familiarity - wit 

international security issues, especially those relating to 
disarmament and arms.control questions. | 
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years. Salary in the range of £12,900-£19,056 per annum 
The salary, which attracts no allowances, will be subject t 
deductions of UK Income Tax and National Insurance. 


Further details of the post will be supplied on request. Writte 
applications, giving full details of qualifications and experi 
ence, together with the names and addresses of thri 
referees, should be sent by 1st November, 1986 to 
















Recruitment Section 
Commonwealth Secretariat 
Marlborough House, Pall Mall, London SW1Y SHX 
Telephone: 01-839 3411, ext 8151 or 8153 










that America does not currently 
roduce VCRs but it could cer- 
inly do so if Japan and other 
countries did not already control 
he American market. All in all, I 
do not think American life would 
become particularly nasty with- 
out these imported goods. 

Of course this is a simplistic— 
and not very constructive—ap- 
roach to the problem of the 
American trade. deficit, Never- 
theless, if I were an ambitious 
American politician appealing to 
a group of voters, who have prob- 
ably not studied the theory of 
comparative- advantage, the last 
thing I would do would be to 
embrace America's (alleged) pas- 
sion for foreign goods. 


Brooklyn, 
Мем York 


Denmark 
SiR—The Danish Social Demo- 
cratic party took Denmark into 
‘NATO in 1949 and the EEC in 
1972, so how can you say that it 
^. has always opposed membership 
‘of the Community and NATO? 
("Shadow over Schlüter", Sep- 
tember 6th.) True, the party has 
sometimes shown a certain am- 
bivalence about its membership 
‘of both organisations, but it re- 
ains committed to membership 
f both, and indeed has just pro- 
duced a policy document on the 
EEC affirming once again this 
commitment. Perhaps you con- 
fused the Social Democrats with 
the Socialist. People's party, in 
principle against membership of 
“the EEC and NATO—and in fa- 
vour of the 35-hour week. 


Copenhagen Lisst LYKKE 




















DAVID GREENBERG 


































Old is good 

SIR—AII the problems you. as- 
‚спе to Europe's low birthrates 
(September 6th) are very argu- 
“able and. have so far failed to 
materialise, while the problems 
of high fertility, especially in the 
third world, are well documented 
and often severe. Most notice- 
ably you limit yourself to quasi- 
economic factors and the irratio- 
al fear that a relatively smaller 
:uropean population means loss 
of global influence. 

Almost certainly the quality of 
. life. will improve as a result of 
static or declining populations 
and the relative reduction of the 
"younger age-groups. The very 
old will certainly present prob- 
lems, but this will be a fact of life 
no matter how high or low the 
birthrate, With today's longevity 
it will be virtually impossible to 
-maintain today's ratio of working 
to retired people without contin- 
uous. population growth of 




























around 196 a year. Obviously in a 
crowded continent this will erode 
the open countryside and make 
pollution control that much more 
difficult. 

With good policies, Europe 
could in the next century be en- 
joying both prosperity and the 
relative social stability that goes 
with an older population. In this 
respect we will contrast with the 
mess that will prevail in many 
third-world countries if present 
trends continue. 











Reading, 
Berkshire Косек Н. BROWN 
Union ballots 


SiR—Your article "Striking les- 
son" (September 6th) says “only 
if he [the Certification Officer] is 
convinced that the union is delib- 
erately breaking the làw and has 
no intention of changing its rules 
does he take the union to court." 
The Certification Officer has no 
power to take a-union to court. 
Under the legislation it is the 
applicant who can choose to take 
his complaint to court if he so 
wishes. He can do this without 
approaching the Certification Of- 
ficer at all; the procedure is en- 
tirely separate. 

Moreover, where a complaint 
is made to the Certification Offi- 
cer about a union election, his 
duty is to investigate and decide 
whether the relevant law has 
been breached. If а breach has 
occurred he issues a declaration 
with a note on any steps. which 
the union has agreed to take to 
remedy the breach. But the 
union's intentions have no bear- 
ing on the Certification Officer's 
findings as to whether or not a 
breach of the law has taken place. 

Incidentally, out of the seven 
decisions promulgated by the 
Certification Officer so far this 
year, he found against the union 
in five of them. 

SALLY VAN NORDEN 


London Certification Office 





Three terms 


SirR—It was with great dismay 
that I read that you were advocat- 
ing the removal of the 22nd 
amendment to the American 
constitution allowing presidents 
to seek more than two terms of 
office (August 16th). Unfortun- 
tely, the American electorate is 
by and large uninformed and ig- 
norant of the implications of most 
actions of the chief executive. Mr 
Reagan is a perfect example of 
the most dangerous type of presi- 
dent who might have the oppor- 
tunity to serve more than two 
terms. Already in his six years he 
has had more th share оѓ 





appointments. to the Supreme 


Court. It will now take 15 to 20 
years before а balance can be.re- 
established between the host of 
neo-conservatives whom he has 
been able to stack the court with 
and others with more moderate 
viewpoints. In addition, it is most 
unsavoury to have a chief of state 
who delegates most of his author- 
ity to subordinates, most of 
whom are party hacks who have 
their own self-interests or the 
interests of their favourite lobby: 
ing groups in mind. 

Elizabeth, 


New Jersey JON LINDEN 


SiR— Please note that power real- 
ly does corrupt, as evidenced 
from revelations about most past 
presidents from both parties. A 
most effective check on the abuse 
of presidential power, which 
seems incremental with time in 
Office, is the two-term limit. Any 
virtues associated with ending the 
two-term limit are insignificant 
compared to this cost. 





Sacramento, PauL B. CARPENTER 
California Senator 
Euromilk 


SiR—Your. Brussels correspon- 
dent (August 30th) rightly points 
out that "unless something is 
done soon, the cost of supporting 
surplus output could bust the 
budget". However. he fails to 
indicate what this something 
should be.. Here. are a few 
suggestions: 

(1) Buy up more quota rights. 
The cost of buying up an addi- 
tional 3m tonnes of milk quotas 


at a price attractive to the farmer . 


would be a one-time outlay of 3 
billion ecus. whereas the all-time 
annual saving would be at least 
1.4 billion ecus because annual 
disposal of 5m tonnes of surplus- 
es would no longer be needed, 
(2) Make quotas market-orien- 
tated—ie, review quotas annually 
on the basis of demand, and ad- 
just quota limits and over-quota 
levies during the year in the light 
of market developments. Canadi- 
an practice has shown that this 
can be made to work. 

(3) Process the old butter into a 
neutral fat. Subsidised butter 
sales in the EEC largely replace 
fresh butter; therefore they are 
ineffective and costly to the EEC 





the 1.5m-tonne stock consists of 
butter which is two-three years of 


age or even older. Even though. 


its value is virtually zero. this 


butter still goes on generating 
storage costs. Processing the old. 


butter into a neutral fat compet- 
i ith other oils and fats 


budget. A considerable part of | 


world-market prices would prob- 
ably be the most cost-effective 
way ош. In practice this wouid 










- mean that the EEC would have to 
“make the zero-value butter avail- 


able at.no charge and pay part of 
the cost of processing and trans- 
port—say 150 ecus per tonne of 
butter. However, when, com- 
pared with an annual storage cost 
of 450 ecus per tonne, this would 
still be a substantial saving. 


Rotterdam A. S. FRIEDEBERG 





Central America 


SIR—I have been a subscriber to 
The Economist for many years 
but now I must cry shame, 
shame! 

Your article on the Contadora 
peace process (September 6th) 
contained two blatant mistakes. 
First, the Contadora nations àréu 
Mexico, Colombia, Venezu: à 
and Panama—not, as you Sane,” 
Peru. Second, Esquipulas is in 
Guatemala, not Panama. 

I suggest a brush-up course in 
Latin American geography and 
history for your staff. 

Panama ARTHUR J. LINDO 





The Central Front 


SIR—Your sub-headline in “NA- 
TO's Central Front" (August 
30th) makes the assertion that 
"Both sides [The Warsaw pact 
and NATO] know that NATO will 
not attack first.” I submit that no 
progess will be made on détente 
in Europe until each side recog- 
nises that the other has legitimate 
doubts on this point. 


Beavertown, 


Pennsylvania 
X] The Economist? 
Intelligence Unit 


Spot Oil, Netbacks 
and Petroleum Futures 


The Emergence of 
aNew Oil Market 


Fereidun Fesharaki and Hossein Razavi 
Special Report No. 1063: Unless Opec 
achieves the impossible and finds a 
consensus strong enough to impose а new 
long-term stability on oil prices, futures 
markets will become increasingly important in 
international ail trade. This special report 
relates futures markets to the whole context of 
crüde oil and products trading, including 
contracts, spot markets and netback deals. 
Informative and authoritative, this report 
should be read by all those who. need to 
understand how the oil market reached its 

| present position. and what will happen next. 
5 pages of text including 26 charts and 
tables. 


-.-Price including postage: UK а Europe £150; 
|. North America US$275; Rest of World £153. 


The Economist Publications Limited 
* Marketing Department (F PL 
40 Duke Street, 
“London УЛА TOW, UK 
Tel: 01-493 6711 


DALE HURLIMAN 
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Probably the most sophisticated "turn key" 
apartments ever presented for sale in London 







ONLY A FEW YARDS FROM HARRODS STORE, NEW MODERN 
FLATS, BUILT BEHIND THE FACADES OF TWO PERIOD HOUSES 


b. 
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Penthouse duplex of 5 BED, 5 BATH, 43ft RECEPTION @ £1.75m 


Flats of 3 BED, 3 BATH, 30ft RECEPTION from £1.0m 
Leases 990 years (or entire building of 7 flats, freehold) For Sale 


Each stunning apartment has been individually designed, decorated, furnished with antiques 
and equipped for immediate use. Each is finished to every last detail including linen, glass, 
china, TV & Hi-Fi etc. Only the finest materials from around the world have been used. 


Facilities include:- Lift; Resident Porter; Independent Heating & Hot Water; Terraces; 
Parking Service; Air-conditioning; Hi Tec Security & Fire Protection Systems; TV Satellite 
Dishes; Multiline Telephone System. 


Viewing only by prior appointment via sole agents 


I I eg 
W A E IS 01-581 7654 
e e | telex 23661 WAE eer — 








Fax 01-589 3536 








TELECOMMUNICATIONS, CHOOSE 
COMPANY WITH A FUTURE. 


There can be few undertakings 
which are as capital-intensive 
and long term as the installation 
of a national telecommunications 
network. 

And the most important 
decision you can make is who will 
be your partner in the enter- 
prise. Which company fulfils the 
essential criteria of technological 


know-how, installation, network | 


administration, and perhaps most 
important of all, experience. 
AT&T and Philips Telecom- 
munications is a company with a 
. future, formed in 1984 by the 
- coming together of the world's 
leader in telecommunications 
with Europe's premier advanced 
electronics company. Both 
companies share a history of 


unrivalled scientific achievement. > 


Important though it is 
technological innovation is D 
half the story. The correct 
planning of requirements, imple 
mentation, administration and 
training of staff are equally 
crucial to the establishment e 
successful network. - 

Effective planning looks 
both existing facilities and ne 
objectives. Only then can we _ 
together with the local telecoi 


ress to drawing up c 

tailed network configura- 
tions. Everything is take 

into account: 

geographical and. economic - ! 
considerations, equipment, Uu 
installation and running costs. 


| Spi Н рт їопа 








Havingsetupanewsystem, service and maintenance engi- 
ve go to work to teach staff neers, and management. Our 
iow to use it. We provide special- courses are carefully worked out 
st training courses for operators, іп consultation with the local 

nass. administration, and include both 
theory and practice. 

In short, having planned, 
designed and installed a new 
telecommunications network, we 
doubly sure that all 
personnel know 
their roles within it. 

Why? Because 
being the world's 
ғ most experienced 
telecommunications 
company has taught us that 
a successful network can only 
be established by forming a 
working partnership at all levels 
of an administration. 
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AT&T and Philips Telecommu- 
nications ВМ, J. v.d. Heyden- 
straat 38, PO. Box 1168, 

о 1200 BD Hilversum, The Nether- 
IE lands. Telephone: + 31 35 87 3111. 


P? 


Telex: 43894. 


&TAND PHILIPS TELECOMMUNICATIONS. YOUR CONNECTION WITH THE FUTURE. 
PHILIPS 








NOT IN INTERNATIONAL BANKING 


The Dutch have a worldwide reputation. For being. 
good, astute businessmen. Were proud of this. But we 
also know that it's just not enough. Not in the world of . 
international banking which grows daily more complex 
and sophisticated. ELA E 

Today, AMRO hasan international banking 
capability precisely tuned to institutional, commercial 
and corporate needs. Indeed, wearebuiltaround ` 
them. LR us 

Why not get in touch and test our competitive edge. 
We've got all of the Dutch business virtues as well. 


Amsterdam-Rotterdam Bank | 
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Noises off 


The stage is set; regal chairs await the entry of the two 
actors; the curtain has gone up, pulled by 35 willing 
hands in Stockholm. Angry noises off-stage—A spy! 
^ “nother! No, he's not!—could yet halt the production, 
... the Russians go on trying to equate their Gennadi 
Zakharov, who probably was a spy, with the Ameri- 
cans’ Nicholas Daniloff, who almost certainly wasn't. 
But provided the Russians are sensible about that, and 
let Mr Daniloff go, a second summit meeting between 
Ronald Reagan and Mikhail Gorbachev can take place, 
and can produce some useful results. Since this newspa- 
per has steadily said that a summit could and should 
happen, when others were crying despair, this is the 
time to say why hopes should be modest and the 
applause short of tumultuous. 
Whatever else superpower summits do, most people 
judge them mainly on the over-narrow criterion of arms 
control. The next Reagan-Gorbachev meeting will have 
much to say on the subject. Any genuine agreement will 
be welcome. But it will not do much to make a safer 
world at cheaper cost, which is the arms-controller's 
equivalent of the accountant's bottom line. That un- 
blinking test needs to be applied to each of the 
weapons-cutting issues where progress might be made. 
Фф Stockholm talks are the obvious starting point. 
“There, American and Russian negotiators have shown 
the skills of a great stage manager, working unobtru- 
sively on the detail and the props so that, with good 
timing, the stars can emerge to fanfare and bouquets. 
The Stockholm negotiations (see page 49) have pro- 
duced a workable formula—advance warning of troop 
movements, inspection facilities for manoeuvres— 
which will limit the dangers of a surprise attack in 
Europe. That is fine: in strategic affairs, as in market 
economics, an abundance of information is an excellent 
shock-absorber. But it will not result in NATO and the 
. Warsaw pact reducing their forces in Europe by a single 
tank, man or billycan. 
The summit could bring a little nearer the prospect of 
a ban on the making and stockpiling of chemical 
weapons, but the chances of such a treaty being 
unveiled there are slim. Chemical weapons can be made 
. in so many different ways that an effective treaty will 
need a mutual right-to-snoop of a different order from 
the modest scope for "challenge inspection" negotiated 
in Stockholm. Even then it will offer as much room for 
OMIST SEPTEMBER 27 1986 . 
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abuse by the challenger as by the challenged. The 
Russians could ask for an educative tour of Bell Labs, 
the Americans for a look at the pipework under the 
phased-array radar at Krasnoyarsk. The governments. 
negotiating the chemical weapons treaty in Geneva are 
still working slowly towards a credible compromise. A 
acceptable result will be a big step forward—not so 
much for the weapons involved, whose use has been 
banned since 1925 and whose cost is not important—as 
because it will be a landmark in Russian openness. 

On nuclear weapons, of course, the stakes are higher 
and the rewards from a deal correspondingly greater. 
Mr Reagan and Mr Gorbachev will not be able to leave 
the stage until they have said something about reducing. 
their armouries of medium-range warheads. Just possi- 
bly, they might also manage a small reduction in long- 
range warheads, linked to a small American concession. 
on the Strategic Defence Initiative. Sooner or later the 
two sides will probably agree on the notice-time that 
either of them would have to give before it could deploy. 
anti-missile weapons. The Russians want a delay of 15 
20 years; the Americans have offered about half 
dozen years; a deal here is conceivable, though maybe 
not at this next summit. 


Why Pollyanna should be kept away 
Just as it would be churlish not to welcome any nuclear 
cutting package, so it would be naive to exaggerate its. 
significance. The numbers game is the right way to start. 
losing one's innocence. Even the rosiest guess of what 
the next summit might announce would take the 
number of nuclear warheads in the world back only to 
the level it was at in 1983. Historians will remember tha 
that was not a year of perfect harmony between Russia 
and the West, nor a year when the "peace people" 
stashed their placards in the attic and put on polished 
shoes. The nuclear negotiators have to pant out thei 
triumphs from a treadmill. 

This arithmetic is an antidote to joy. But it is 
conceivable that the details of a deal on nuclear 
weapons might be arranged so cleverly that it removes. 
Russia's first-strike capacity. If so, that would be even 
better than the Stockholm agreement on conventional 
war. If a surprise nuclear attack were less possible, the 
whole world would indeed be a safer place. But this will 
be hard to achieve—the last SALT agreement never 


13 

















- the Geneva arms negotiators in the short while before 
. Mr Reagan and Mr Gorbachev meet. 

Although the direct achievements of a summit should 
not be exaggerated, they would combine to give Europe 
-some added insurance against being the battleground 
for a war. Comforting though that is for Europeans, it 
contains two wider risks. The first is that Western 
Europe might further turn in on itself, the better to 
enjoy the increased security that any summit deals seem 
to have promised. Gentler souls in Europe might be 
confirmed in their view that Russia is not really a threat 
.to anybody, and that the world “ош there" (south of 
- Malaga, east of the Aegean) is a nasty aberration. For 
centuries, European isolationism was a contradiction in 
terms. In the past decade. it has become one of the 
strongest forces in the European psyche. 

Introspection carries dangers, because it means that 
European governments could shrink from tough deci- 
. sions on several issues that matter a lot to them. Such as 
„terrorism, when that means helping the Americans to 
intimidate terrorist-masters in Libya or elsewhere. Or 
the Gulf, if war or anarchy there threatens the West's 
oil supplies. Or East Asia, if the balance of power there 
tilts Russia's way. In every case, a disengaged Europe 





: managed it—and will probably be beyond the reach of- 





would confirm the views of those American congress- 


men who doubt whether the United States should be 
spending more than $100 billion a year to keep its forces 
in an ungrateful, soft, old world. 

The second and related danger is that an arms- 
control success at the summit might, on its own, 
reinforce the impression that the superpowers are much 
of a muchness, their leaders equally besotted. with 
ambition, their societies equally belligerent. This is how 
many people in Western Europe (and many more in the 
third world) see things, and it is why the Americans 
should never exclude from a summit agenda the wide 
range of topics that go under the catch-all of human 
rights. Political prisoners, the treatment of dissidents, 
emigration—these are the areas where the. United 
States is shown to be a profoundly different place from 
the Soviet Union, and one with far greater moral 
strength. 

The Daniloff affair has thrown the difference into 
sharp relief, but it does not stop there. The name cfs 
Andrei Sakharov will not endear Mr Reagan to N 
Gorbachev, but it needs repeating. If the Russians are“ 
looking for tactical gains, especially in that softening 
European mind, they could do no better than release 
Mr Sakharov from outrageous Gorky. 





Dollar diplomacy 


-Beware of Mr Baker's talkative impotence beside the Washington zoo 


Тһе world's central bankers and finance ministers are 
gathering this weekend in a hotel close to Washington's 
zoo for the annual meetings of the IMF and the World 
Bank. At last year's meetings in Seoul, Mr James 
Baker, America's treasury secretary, stole the show. 
Just before everybody went to South Korea, he master- 
minded the talks at the Plaza Hotel in New York which 
led to a concerted effort by the group of five (G-5) big 
industrial countries to drive down the dollar. Then, at 
. the meetings proper, he unveiled his ideas for easing the 
debt problems of developing countries. Events have 
‘since exposed gaping holes, there from the start, in both 
_ initiatives. Can Mr Baker patch them up? 

The biggest disappointment since Seoul is that the 
Baker initiative on third-world debt has come close to 
proving a non-event. The flaws in that initiative were 
- that it failed (a) to get the banks to commit the new 
.. money that Mr Baker called for, and (b) to define the 
role of governments of rich countries in negotiating a 
safe dénouement for the debt drama. The rescue 
. negotiated for Mexico this summer did little to lift the 
. gloom: it awaits the banks’ agreement. 

The best news to hope for from Washington is that 
- Mexico has at last arranged the bank finance that was 
pencilled in three months ago. That would give the 
World Bank's new president, Mr Barber Conable, a 
happy backdrop for his first big speech—in which he 


may drop hints about the World Bank's changing role as 











a source of longer-term help for the debtors (see our 
survey after page 56). Expect hints of other changes to 
come at the IMF—especially if Mr Jacques de Laro- 
siére's successor as managing director is named during 
the meetings (see page 80). 


Time for Plaza 2? 
If the past few weeks are any guide, though, talk abo 
debt may provoke less excitement than talk about 
currencies. Here, any patching of last year's holes is : 
likely to be loosely stitched. America is squabbling with ~ 
West Germany and Japan over their reluctance to. 
match its cuts in interest rates. The row became 
especially embarrassing when Mr Baker issued an all- 
but-open threat that if the Germans and Japanese. 
refused to do what America told them he would let the 
dollar slide still further against the D-mark and the 
yen—which would put a still tighter squeeze on the | 
profit margins of exporters to the American market. 
This short-term row over short-term changes in 
interest-rate policy matters much less than recent 
headlines have suggested. The fate of the world econo- 
my does not hinge on the timing, give or take a few 
weeks, of the next half-point off central-bank discount 
rates. And the fact that little of substance is at stake 
leaves open a good chance that the ministers from the 
6-5 countries will be able to astonish their audience of . 
bankers and financial reporters by presenting another - 





grand agreement. Suitably phrased, it could say that Mr 

Baker will stop browbeating his counterparts in West 
Germany and Japan, and that they, in return, will 
suppress their prudent doubts about a too-loose domes- 
tic monetary policy, and shave their interest rates now 
rather than soon. 

Where the quarrel over interest-rate cuts really 
matters is in the deeper split it discloses over the aims 
and methods of economic policy. Mr Baker has no 
direct control over America's fiscal or monetary policy. 
The federal budget deficit for the current fiscal year 
will, at $220 billion-230 billion, be bigger than last 
year's, even though the Plaza accord identified that 
deficit as a source of fundamental imbalance in the 
world economy. America's monetary policy rests with 
-Mr Paul Volcker at the Federal Reserve—and Mr 
Volcker has shown that he is willing to ignore the 
Treasury when he thinks it is wrong. Despite that lack 
of control, Mr Baker has cast himself as a supposed 
^7^tivist: talking the dollar this way and that; advertising 

licy changes he cannot deliver. 

West Germany and Japan have finance ministers who 
do have real power over policy. They and their central 
banks prefer to use it cautiously, to maintain a steady 
growth in demand, to keep budget deficits and mone- 
tary growth under control, and to spare their economies 
any nasty shocks. Recent hiccoughs notwithstanding, 


Britain's presidential fight СЕ 


To win the next election, Mrs Thatcher must lure 2m-3m anti-Labour voters 


away from the Alliance 


In the 26 opinion polls held in Britain since the Fulham 
by-election last May, 11 have given Mr Neil Kinnock's 
Labour party enough support to win an overall majority 
in the House of Commons. All the others have suggest- 
^" a hung Parliament in which Labour would be the 
gest party, with the Alliance probably obliged to 
keep Mr Kinnock in Downing Street at least through 
one Queen's Speech. In the past turbulent year, Tory 
fortunes have recovered somewhat, with MORI showing 
them benefiting from the Alliance's decline by roughly 
two votes to Labour's one. But this gain has come 
despite a big fall in Mrs Thatcher's own popularity, with 
one in four Tory voters professing dissatisfaction with 
her. There is growing evidence that she is a serious 
impediment to her party in what will be the main 
political battle of 1987: the Tories’ attempt to lure back 
voters who have defected to the Alliance since 1981. . 


‘Labour’s damage limited, but few floaters won | 
Labour can play little part in this battle. Running the 
Labour party in opposition has always been an exercise 
_in damage limitation, and on this score Mr Kinnock has 
hada fine year. He has re-established Labour's credibil- 
ity and its poll rating. Militant has been a godsend, 
offering him the opportunity to present himself as both 
а gritty fighter and a born-again moderate. He has also 
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the West German and Japanese economies are the mos 


consistently successful in the world. Mr Gerhard Stol- 
tenberg and Mr Kiichi Miyazawa are entitled to feel 
that Mr Baker has nothing to teach them. | 

These differences hardly mattered last year at the 
Plaza. The fall in the dollar had begun, and clearly had 
further to go. So the G-5 ministers found it easy to agree 
with each other and with the mood of financial markets. 
Now things are different. The markets are confused, 
not just about the “right” value for the dollar (which 
has now fallen 41% against both the yen and the D- 
mark since February 1985), but also about the prospects 
for growth this year and next, and about the risks of - 
reviving inflation. At such a time, nothing could do 
more to increase jitters іп the currency markets than an - 
intellectually hollow quarrel between the main finance - 
ministers, conducted through the press. B 

The spirit of the Plaza—ie, the drive for better policy 
co-ordination between the big economies—cannot be | 
made real until the finance minister of the world's 
biggest economy is able to keep as well as to make - 
promises about economic policy. Until then, by all 
means let the finance ministers discuss (as they plan to) - 
more formal ways of keeping an eye on each other's . 
economies. But competing announcements of where. 
the dollar should or could go would create uncertainty - 
that the world economy can best do without. 





used it to bring the party's normally cantankerous and 
left-wing national executive under his sway. No Labour - 
leader has applied himself so assiduously to mastering - 
his party machine, a vital factor in enabling Mr Kinnock - 
to keep his troops—and his manifesto-writers—in order - 
as they face battle. | 
Mr Kinnock's political personality remains light- 
weight. His woolliness, verbosity and lack of rigour. 
infuriate Westminster watchers, who like a smattering | 
of intellectual sophistication in their party leaders. But 
this counts little in an election year when the presiden- 
tialism of British politics comes to the fore. Mr Kin- 
nock's pleasing television style and compassionate . 
manner well express half a nation’s exasperation with- 
seven years of Thatcherism. He embodies the longing - 
of trade unionists, council tenants, public-sector work- 
ers and state beneficiaries to return to the cosy world of 
the 1970s. To them, his is a potent appeal. | 
What Mr Kinnock has failed to do is extend that 
appeal to those whom Mr Harold (now Lord) Wilson 
attracted іп 1963; floating voters won by argument 
rather than by the bribes of protection and redistributed. 
taxation. Mr Kinnock has been unable to push Labour’s _ 
poll rating above the 40% barrier. This means that - 


:Labour will win an overall majority only if the Alliance 
maintains its vote at about 25-27%—which it will do 
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only if it maintains its appeal to some 2m-3m Conserva- 
tive-inclined moderate voters. Mr Kinnock thus needs a 
strong Alliance, either to give him an overall majority 
or to ensure that Labour is the biggest party and thus 
the natural group for Alliance politicians to negotiate 
with. 

This week's **non-nuclear" defence vote at the Liber- 
al assembly (see page 58) is therefore bad news for 
Labour. The Alliance's leadership twins, Dr David 
Owen and Mr David Steel (to become Siamese during 
the next election), have always seemed vulnerable to a 
split, if not during a campaign at least under the strains 
of a hung Parliament. In a hung House Mr Steel seems 
certain to do a deal with Mr Kinnock; but Dr Owen 
might like to act as Tory kingmaker, toppling Mrs 
Thatcher, possibly in favour of a short-term and elec- 
torally unappealing caretaker such as Sir Geoffrey 
Howe, while keeping out Labour. To stand a chance of 
exercising even such a momentary flash of power, the 
Alliance has to recover the four-five percentage points 
that most polls show it has conceded to the Conserva- 
tives since January. Otherwise it will win no more seats 
than it has now. 

It is the weakening of the Alliance vote in recent 
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months that still gives Mrs Thatcher everything to play 
for. In two weeks' time in Bournemouth, she faces her 
most difficult party conference since 1981. A barrage of 
coded motions attacking the party's “presentation” 
indicates near-panic among some constituency associa- 
tions at what they see as Mrs Thatcher's detachment 
from the changed mood of the country. She has yet to 
establish a plausible election command at Conservative 
Central Office or, more important, at Downing Street, 
which is where modern elections are won. 

Mrs Thatcher is not going to resign before the next 
election, any more than she is going to persuade droves 
of Mr Kinnock's supporters to vote Tory after all. The 
Conservatives therefore have only one strategy open to 
them. It is to frighten roughly a third of the 7m-8m 
people who are now thinking of voting for the Alliance 
into realising that, however much they may be fed up 
with Mrs Thatcher's leadership and however vocifer- 
ously Dr Owen denies it, an Alliance vote will merely 
help Mr Kinnock into Downing Street. The Tories haves 
to go on repeating that the only safe route for an ant 
socialist is to stick with Mrs Thatcher. Such scaremon- ' 
gering may seem a desperate throw. For the Conserva- 
tives, these are becoming desperate times. 





Unifil unfulfilled 


If it is ever to do its job, the United Nations peacekeeping force in Lebanon 
needs a better-defined mandate, and far more muscle 


Lebanon is seething again. Much of the hatred and 
many of the explosions being sprayed out by Leba- 
nese—especially, it seems, in Paris—are a product of 
the confessional quarrels that set off the country's ten- 
year-old civil war. But Lebanon's own small miseries 
are now deeply tangled in the great antagonisms of the 
Middle East: Israel against Arabs, Arab against Arab, 
Iran against Iraq. Today these forces are most intensely 
focused on Lebanon's border with Israel (see page 25), 
and France is feeling the brunt there. In the past six 
weeks five soldiers in the French contingent of the 
United Nations force that is supposed to keep the 
border peaceful have been killed. 

Unifil, the UN interim force in Lebanon, is doing 
what it has been doomed to do for the past eight years— 
an impossible job which everybody considers indispens- 
able. The force was set up two Israeli invasions of 
Lebanon ago to make sure that Israel pulled out, and to 
help the rickety Lebanese government regain control of 
southern Lebanon. But Unifil, deployed without the 
consent of many of the region's irregular belligerents, 
was never told exactly what area it was to police, nor 
whether it was meant to restore security right down to 
the Lebanon-Israel frontier. It is time for those who 
want Unifil to stay—and that is everybody who does not 
want the border area to collapse in murderous anar- 
chy—to make that indispensable job less impossible. 

A UN peacekeeping force works best if the enemies it 
is meant to separate are willing to be held apart, and if 
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they accept that the force has a defined zone to do it in. 
These conditions can hold even in the animosities of the 
Middle East: for 12 years a UN force has successfully 
patrolled a buffer zone between Syria and the Israeli- 
occupied Golan Heights. In the case of Unifil, neither 
of these basic conditions has been met. 

Unifil has been compromised and humbled from the 
start. The Palestine Liberation Organisaton would c 
operate only if it was left free to infiltrate into southe 
Lebanon. The Israeli-backed Christian militias did not 
want their swatting of the PLO interfered with. In 1982 
Israel invaded Lebanon again and swept Unifil aside. 
When the Israelis eventually withdrew from the rest of 
Lebanon, they refused to quit a security zone in the 
south. 


Dampen and be damned 

Today, the PLO is trickling back into Lebanon, and 
Unifil is increasingly the butt of Shia Muslim violence. 
This has been directed mainly against the French, who 
provide 1,500 of the force's 5,800 men. The Iranian- 
backed Hezbollah group sees Unifil as an obstacle to 
attacks on the Israeli-backed Christian militias—now 
called the South Lebanon Army—and against Israel 
itself. The more moderate Amal leadership of Leba- 
non's Shia population is finding it hard to restrain Amal 
hotheads from attacking Unifil for what they call its 
complicity with Israel. The erosion of Amal's hold over 
the Shias is the main reason why the UN secretary- 
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If there's a formula for success 
in the financial community, it surely 
has something to do with the flow 
rate of information. 


| The faster word of the deal goes out, the 
faster the response. 


In our business—financial printing—the word goes 
out їп а “red herring,” a prospectus written to tell а 
' financial story in full, printed with total accuracy, and 
" distributed with all possible speed. But just how fast is that? 
We're working on a new system of measure. 


“Its an on-going project. Back in 1973, we taught computers our 

rade. And computers did for us what they've done for many— 

dramatically increased our speed. Then we extended our lines of 

j communication across the Atlantic to London and the financial centers 
of Europe. 


NOW, with links to Asia, the Far East, and Australia, we can deliver an entire job to 
almost any major financial center in the world in a matter of minutes. 


In the race of the red herring, we intend to see the winners all wearing one color. 
© Pandick blue. 
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345 Hudson Street, New York, N.Y. 10014 
(212) 741-5555 Telex No: 12009 


Full-service offices and plant affiliations in financial centers throughout North America and the world. 
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and the SLA in the security zone. E 

If that happened, Hezbollah would be delighted— 
and one of the main ingredients for successful peace- 
keeping, the consent of both combatants, would still be 
missing. So why not remove Unifil? Because Unifil, 
though not a peace-keeper, is still a war-dampener. 
Without it, the prospect is for a nose-to-nose struggle 
between Shia and Palestinian extremists on one side 
and Israel on the other. The battle could suck in Syria 
and develop into a full-scale Middle East war. Syria 
fears this and wants Unifil to stay. So does Russia, 
which is now paying its share of Unifil’s costs. Only 
Hezbollah and its Iranian backers want Unifil out. 

It is one thing to ask Unifil to do an unpleasant job: 
another for it to be handicapped by an unworkable 
mandate. Moving its zone to the border would make the 








A tale of muddle and missed opportunity 


Tax reform, says Dr David Owen, leader of Britain's 
Social Democrats (SDP), will be an important issue at 
the next British election. How nice if he were right. For 
. plenty needs reforming. The tax system suffers from 
wildly varying rates of tax on different kinds of savings; 
from local taxes which charge local electors for less than 
one-fifth of the spending decisions of those they elect; 
from rates of marginal tax on the poor which would 
drive the rich to fury; from rates of marginal tax on the 
rich which would drive them to emigrate, were it not for 
the loopholes which make the high rates necessary in 
the first place. 
Yet the recent history of tax reform in Britain has 
been of good intentions badly thought out and gradual- 
| abandoned. For proof, look at what the present 
i. has and has not done. Margaret Thatcher 
won her first election in 1979 with the sensible pledge to 
switch the burden of taxation from income towards 
spending. Her second term was supposed to see the 
biggest reform of social security since Beveridge, a 
complete overhaul of local taxes and a review of the 
Structure of personal taxation. The upshot? Value- 
added tax much increased but still covering barely half 
of consumer spending; social security modestly im- 
proved but still outrageously complicated; and propos- 
als for the reform of local and personal taxes which 
nobody expects to see introduced. 
The chancellor of the exchequer, Mr Nigel Lawson, 
_ began bravely, like so many chancellors before him. His 
first budget made a serious effort to reform company 
tax. But that was about as far as he got. This year's 
finance bill merely chipped a few ingenious holes in the 
tax base. The proposals for the reform of personal 
taxation which accompanied it deal almost exclusively 
with one option for the reform of the taxation of 
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E general insists that Unifil be allowed to replace Israel 


Reforming British taxes 


setting off personal allowances against tax rather than. 


-same to high and low earners. It has plenty of naiveties, 
. including cost: Whitehall estimates the package would - 
married couples. This is the replacement of the married 





stop armed men of any sort, from either side, entering 
the zone it is supposed to control. ; 
At present Unifil seems more likely to be weakened 
than strengthened, because of the increasing pressure 
on France to withdraw its troops. France is already 
vulnerable to Lebanese Shia attacks because of its 
support for Iraq in the Gulf war. Unless the Security 
Council redefines Unifil's unpleasant duty, and tells it 
to fight, the case for pulling France's soldiers out of 
Hezbollah's sights will grow stronger by the day. 


man's tax allowance with a new arrangement, giving. 
each spouse a single person's allowance which a stay-a 
home wife could transfer to her husband, to set against 
his income. * 
This proposal would right an old wrong—the more 
favourable tax treatment of two-income than опе-. 
income households. But that is almost its only virtue. It 
would deprive married couples of financial privac 
(because the tax allowance of one would depend on the 
earnings of the other). It would discourage some 
women from going back to work (because when they. 
did, their husbands would find their post-tax pay cut). It 
would be an administrative nightmare (because each 
time a wife stopped work for the school holidays, her 
tax code—and her husband's—would have to be 
changed). It would give money to coffee-morning wive | 
rather than concentrating cash on the poorest families, 
with a wife caring for children. And because the. 
government wants nobody to lose money from the. 
reform, it would cost a cool £5.4 billion a year, or about 
as much as all the tax cuts in the last three budgets put. 
together. 


Lawson should leave a legacy 
Greater than all these drawbacks is the opportunity | 
missed. The SDP's brief pamphlet on tax reform. 
produced with far fewer resources than Mr, Lawson. 
enjoys, is a much more courageous and imaginative - 
document. It addresses issues Mr Lawson's paper 
shelves: mainly, the relationship between tax and social - 
security benefits. It has some inventive thoughts—like 


income, which would make a tax allowance worth the 


cost.a net £3 billion-4 billion a year, rather than the 
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benefits delivered through the tax system will not adjust 
quickly to claimants’ changing circumstances. And a 
consequence of being more generous to the poor will be 
hat the generosity stops higher up the income scale, 
nd so lots more people will face high marginal tax- 
um-benefit rates. But it is a brave attempt. 

Why couldn't Mr Lawson be so bold? Not, surely, 
because he is afraid of losing votes: American experi- 
ence suggests that imaginative reform can be politically 
popular. Mr Lawson's problem may be rather that he 
does not run either the Whitehall department in charge 
-of social security policy, or (in effect) the department in 
charge of tax policy. When benefits were reformed, it 
was by the social security department, which was firmly 
told to keep clear of tax. The details of tax policy are 
mainly the patch of the Inland Revenue. But it is more 







































promise their staff ‘full employment" 


When manufacturing companies mature, they hire in a 
Боот and fire in recession. That is the policy of the 
- Courtaulds, Fords and AEGs. Firms in young, growing 
industries do not have to worry: the curse of the 
business cycle has yet to hit them, so they just keep 
hiring. Computer companies used to be like that, but no 
longer. This month ІВМ (which accounts for 40% of all 
computer sales in America and 70% of computer 
profits) and Hewlett-Packard (Silicon Valley's still 
young giant) are seeking volunteers for early retirement 
and redundancy. Honeywell is laying off thousands. 
Both IBM and Hewlett-Packard want to look more 
civilised than Honeywell today or Apple yesterday. 
Both are model employers, offering employees train- 
ing, career development, profit sharing and stock- 
-option schemes. Both put great trust in corporate full 
employment. That principle has worked well up to now, 
but as members of a cyclical—because part capital- 
goods, part consumer-durables—industry they need to 
‘search for a maturer approach. 


Secure jobs for full-time workers 

Cyclical lay-offs ought to be a last resort. They fall 
< hardest not on qualified engineers, accountants and 
other skilled workers, but on employees who have easy- 
to-hire-again skills, like assembly-line workers and 
clerks. And it is impossible to create a successful 
corporate culture when a company has three classes of 
employees: the poor bloody infantry who get the boot, 
“the officer class who decides to whom to administer it, 
апа a middle mass which is nervously unsure of which 
side of the boot it is on. Computer companies need to 
ponder experiments to create flexible workforces. They 





many people, from board members to board-stuffers. - 
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interested in administration than economics, and has no 
direct responsibility for the half of tax revenues that are 
-collected through taxes on spending. — 


SDP's | guess of £S00m. It has some big drawbacks: ` 


orker-friendly programs = 


An alternative strategy for companies that can no longer 


- depend on providing reliable products and keen after-  ; | 
sales service, which require the enthusiastic loyalty of incompetence, especially at the top. Study hard, little — 


-Johnn 









.Mr Lawson has probably left it too late to assume the 
mantle of the late lain Macleod, the Tory politician who 
in opposition did most to give his party a reputation as 
tax reformer. But he could get the mantle ready for his 
successor. He could, in the year or so which remains to 
him, set up a tax policy division in the Treasury, with 
half a dozen economists and one or two expensively 
seconded accountants. He should urge them to look at 
benefits in the same light as tax allowances, without 
fussing about the apparent effect on public spending of 
increasing one rather than the other. They might begin 
by asking whether the best replacement for the married 
man's tax allowance might be higher—but taxed—child 
benefits. 


The Japanese have experimented with three ap- 
proaches. One is to sub-contract a lot of work out to 
very small businesses, which then bear the burden of 
the business cycle. This is not as brutal as it sounds. An 
entrepreneurial culture is created for people used to 
starting small businesses, used to going to work as 
employees of the small businesses of their friends when 
their own supply contracts are cut by recession, used to 
hoping their 17th or 18th small business may be a huge 
success that lifts them into the millionaire class. Much 
of the Italian fashion industry is run the same way. 

The second Japanese device was to pay nearly half of 
salaries in bonuses that disappeared in a recession when 
profits shrunk. Some western countries are trying to 
move to that, although Japan seems to be abandoni 
it. Many Japanese say their "bonus" is now a fai 
stable proportion of their salary. 

The third approach is the employment of more part- 
time workers. This is spreading west like prairie fire. At 
Delta Air Lines and Federal Express in America, part- 
timers already make up one-third of the workforce; at 
West Germany's Siemens they will soon be a quarter. 
The core workers are offered relative job security. The 
part-timers or “‘temporaries” are sacked in recessions. 
The job of tomorrow’s trade unions will be to protect 
these temporaries against the core company men, 
though few temporaries and unions have yet grasped 
this. In successful companies, core workers—not just 
managers, marketers and technicians, but perhaps half 
the infantry as well—will be offered career prospects 
and share-option incentives as well as greater job - 
security. In return, they will offer flexibility, moving - 
within the company from one job, division or plant to 
another. When sacked it will usually have to be for. 








; you'll want to grow up to be a core worker. 























Drivers of U.S. Army combat vehicles will be able to help pinpoint targets despite darkness, smoke or 
haze, thanks to a new infrared imaging unit. The Drivers Thermal Viewer (DTV) is planned for- 


installation in the M1 Abrams tank, M2/M3 Bradley Fighting Vehicles, and M60A3 tanks. It produc 
TV-like image by sensing temperature differences among objects in a scene. Although designed as 
driving aid, the DTV will have a wide field of view to help the crew acquire targets. The device, 
designated the AN/VAS-3, is in full-scale engineering at Hughes Aircraft Company. 


One of the first of a new generation of air defense systems, the German Air Defense Ground 
Environment (GEADGE) provides West Germany with the most advanced ground-based air defense _ 


command and control system anywhere in the world. GEADGE is part of an extensive series of upg 
designed by Hughes to automate West Germany's defense networks. GEADGE provides surveillance da 
to command centers from many diverse and independently operating radar installations. Should any. 
radar installation stop operating, for any reason, the GEADGE command centers will continue to oper 
using data from other radars in the reporting region. 


A new fire control system for Stinger missiles allows the shoulder-fired weapons to be launched again 
aircraft that are beyond normal visibility ranges. The system was developed by Hughes as part of an | 
interim short-range air defense command and control network. It dramatically simplifies operation a 
aiming, reduces the possibility of human error, and increases overall accuracy. The system uses location 
data from the Hughes Position Location Reporting System and air target information from 2D or 3D 
sensors. The target to be engaged i is selected on a small display and associated information is sent to the 
missile launcher. Red lights in the launcher's eyepiece tell the weapon operator where to aim the missil 
When the enemy aircraft is in range, four green lights flash on. The missile will have been aimed accu 
rately enough to acquire the target (day and night) and will be launched at a time that guarantees a 


Computers will be troubleshooting hybrid microcircuits used in new sophisticated missiles at Hug es 
Computer-aided troubleshooting (CATS) will cut troubleshooting time, improve effectiveness by _ 


automatically locating faults, eliminate mistakes and wasted time, and simplify the technician's deci 
making. CATS also will be able to use past repair records as a key to speed up troubleshooting. A typ 
case: An automatic bar code reader identifies a failed part, and data about the failed test is retrieved 
a main computer. À probe then automatically takes measurements at key internal circuit nodes so th 
fault can be isolated. Next, the computer displays a schematic of the failed circuit area and compare 
actual and ideal signal values. The technician then determines which component has most likely failed 
and selects rework instructions accordingly. 


Cellular telephones may take a back seat to a proposed satellite system when it comes to making long- 
distance calls. The mobile satellite network, consisting of two Hughes HS 393 spacecraft, would relay 


two-way voice and data communications services directly from airplanes, cars, trains, or remote: 
locations. While cellular telephone systems are limited to areas equipped with fixed antenna networ 
mobile satellites would cover the continental U.S. and Canada, and possibly Mexico. Users would ha: 
their own mobile ground terminals. Hughes Communications Mobile Satellite Services, Inc. is seeking. 
authorization from the Federal Communications Commission to operate the system. 


For more information write to: Р.О. Box 45068, Los Angeles, CA 90045-0068 USA 
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A. Cathay Pacific, we've always been slightly ahead of our time. 


We were the first airline in Asia to introduce a real Business Class, the popular Marco Polo Business 
Class. And, in keeping with our prime objective, helping all our passengers arrive in better shape, we've pioneered 


longhaul non-stop flying. For example between London and Hong Kong and Hong Kong and Frankfurt. 








Business Class of 2001. 


But not content to be the first with a Business Class we're constantly improving it. And we're 
extending our pioneering non-stop route from Hong Kong to Vancouver to include San Francisco. 

So when these businessmen of the future take to the skies, they know that now and in the year 2001, 
Cathay Pacific, Hong Kong's airline, will continue to help them arrive in better shape. 


Arrive in better shape —— 
CATHAY РАСІЕІС < 
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ABC's expanding international distribution 
network offers a sophisticated service to today's 
institutional and corporate investors. 

ABC's strong capital base has enabled the 
bank to mobilise substantial resources quickly, 
and to take swift investment decisions in a way 
that few other banks can match. 

ABC likes to be judged by results: why not 
profit from our success? 

Contact us at any of the offices below. 





Arab Banking Corporation 
The bank with performance and potential. 


Head Office: РО. Box 5698, Manama, Bahrain. Tel: 232235. Tix: 9432 ABC. Telefax: 274674. 

ABC Banque Internationale de Monaco: (Monte Carlo). Tel: (93) 50 06 08. Tix: 469163 АВС. 
ABC-Daus & Co. GmbH: (Frankfurt). Tel: (069) 71403 0. Tix: 411536 DAUS D. ABC Futures & Bullion (Pte) Ltd: ( (Singapore). 
Tel: 224 1811. Tix: RS:28991 ABC. ABC International Ltd: (London). Tel: 01-628 9841: Tix: 892881 АВС. 

ABC investment & Services Со. (E.C.): (Bahrain). Tel: 232235. Tx: 9432 ABC. BanAtlantico Zurich A.G.: (Zurich). 

Tel: (01) 21.61 04. Tlx: 813109. ABC-New York: Tel: (212) 697-8315. Tix: 421911 ABC FX. 

Other. ABC Group Offices in Bahrain; Barcelona; Grand Cayman, Hong Kong, Houston, London, Madrid, Milan, Paris, Rome, 
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The Iranian hand that stirs 
the Lebanese pot 


FROM OUR ISRAEL CORRESPONDENT 


Like others before it, France has bitterly 
discovered this month that Middle East- 
ern violence has a long reach and a maze 
of interconnections. Israel—and, from a 
different perspective, Syria—are facing 

` “буе same truth as they try to deal with the 

„ашап revolution’s local representative: 

the Hezbollah extremists operating in 
southern Lebanon. 

The confrontation is more urgent for 
Israel than for Syria. Hezbollah, a group 
of fundamentalist Shia Muslims, has been 
threatening the mainly Christian militia- 
men forming the Israeli-backed South 
Lebanon Army, who patrol Israel's *'se- 
curity zone" just inside Lebanon. The 

. position of the SLA after weeks of Hezbol- 
lah attacks had deteriorated enough to 
provoke Israel to do some sabre-rattling 
this week: with a flourish of publicity, it 
“mounted "a military build-up” along its 
border with Lebanon and shelled Hezbol- 
lah positions north of the security zone. 

Hezbollah has also been largely to 
blame for recent attacks on Unifil, the 
United Nations peacekeeping force in 
southern Lebanon. The French contin- 
gent has borne the brunt of these assaults, 

ving lost five men since mid-August. 
- Aifil's losses prompted the UN Security 
Council to re-examine the force's role in 
Lebanon. this week—-and to recommend 
that Unifil start operating right down to 
the border (see map). 

Israel, however, is less ready than ever 
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to take advice about how to secure its 
northern frontier. While the UN secre- 
tary-general and the Security Council 
were urging it, yet again, to withdraw 
entirely from Lebanon, Israel made two 
air attacks on Palestinian bases near Da- 
mour and Sidon. The Damour operation 
was officially described as a pre-emptive 
strike against terrorism: in fact it was to 
knock out Hezbollah staging posts for 
arms and men slipping south from Beirut 
and the Bekaa Valley. 

Hezbollah, and its allies in the Leba- 
nese National Resistance (see box on next 
page), are becoming more aggressive. In 
July eight rockets were fired into Israel, 
and 24 against the SLA; in August, there 
were 15 rocket-attacks against Israel and 
27 against the SLA. By September the 
figures were 14 and 32; and there were, in 
addition, six attempts to capture SLA 
posts on the northern edge of the security 
zone. These were aimed at destroying the 
positions and inflicting as many SLA casu- 
alties as possible (captured militiamen 
were apparently killed later). Since mid- 
August 12 militiamen have lost their lives 
and Israel has come under keen pressure 
to help its SLA ally. 

Israel's generals are so far unruffled by 
these events. They do not consider the 
Hezbollah irregulars much of a threat: 
nothing like the danger presented by the 
PLO four years ago, when Israel launched 
à full-scale invasion of Lebanon to get rid 
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Security zone in which 
Unifil must work 
alongside Israel Defence 
Forces and SLA 
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„occupying them (see next article), But the 






of the Palestinian guerrillas. If Hezbollah - 
persists in its attacks, Israel is thinking 
first of launching a powerful artillery. 
barrage against the camps of Hezbollah. 
and its allies, and at training bases from - 
which the strikes against the SLA have 
come. If that does not suffice, Israel. 
might resort to raids by a combination of | 
artillery units, tanks апа helicopter 
gunships. A | 

Some Israelis wonder, however, if their 
defence minister, Mr Yitzhak Rabin, is 
not underestimating the disruptive capac- - 
ity of Lebanese Shia guerrillas directed 
from Tehran. There аге reports that Iran 
decided two months аро to push on 
towards the goal of an Islamic revolutio 
ary republic in southern Lebanon. This 
may seem excessively ambitious for mul- 
lahs with a big war against Iraq already 

















































Iranians may reckon that establishing a 
revolutionary Shia outpost ori their Zion- 
ist enemy's front doorstep, and at Iraq's 
back, could deliver as deep a psychologi 
cal shock to the Middle East as breaking 
through Iraqi lines would. i 

The Iranians see the collapse of Israel's 
security zone and the removal of Unifil as 
necessary preliminaries. They feel that 
Unifil will go once its position is shown to: 
be untenable, and that Hezbollah's sin- 
gle-minded intensity will force Mr Nabih 
Berri, the relatively moderate leader of 
Lebanon's Shia Amal group. to fall in 
with the radicals or pack his bags. 

That is unlikely, however; to warm. 
Israel's feelings for Unifil. They have 
been cool since the beginning, in 1978; 
when the Security Council imposed Unifil 
on Israel to cut short that year's invasion 
of southern Lebanon. Israel has gone so 
far as to accuse certain Unifil units. of 
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The hatreds of the south 


FROM OUR LEVANT CORRESPONDENT 


Hezbollah's ready warriors 


Southern Lebanon is the setting for four 
separate but interlocking conflicts. The 
participants may be allies in one and 
enemies in another. 

The longest-lasting is the eight-year- 
old fight between Palestinian guerrillas 
and the Israeli-backed Maronite Chris- 
tian militia, now called the South Leba- 
non Army, which involves Unifil. Israel 
installed the SLA, which has about 2,000 
men, in the security zone it kept in 
southern Lebanon after it withdrew from 
the rest of the country in 1978. The bad 
feeling between the SLA and Unifil has 
often erupted into violence. The Irish 
and Nepalese battalions in Unifil are the 
SLA's favourite targets. 

The most violent conflict is between 
Israeli-plus-sLA and the Lebanese Nation- 
al Resistance, which is trying to force a 
complete Israeli withdrawal and to elimi- 
nate the SLA. This battle has been going 
with special ferocity since 1984. The 
Lebanese force involved is a broadly- 
based coalition including: the Shia Amal 
movement, the largest component; the 
Shia Hezbollah group, much more mili- 
tant than Amal; some Sunni Muslims 
from Tyre and Sidon; the Syrian Social 
National party, which is a Syrian puppet; 
a few Druze socialists and a scattering of 
communists; and a growing number of 
Palestinians from camps near Tyre and 
Sidon. 

The fighting skills of this loose alliance 
have heightened the tensions in southern 
Lebanon. It is making large-scale direct 
attacks on the SLA, which has taken 
heavy casualties in the past three weeks. 
This has alarmed Israel, which is why it 
has been threatening, and carrying out, 
punitive raids in southern Lebanon. 

The groups in the National Resistance 
agree on one thing only: that the Israelis 


and their friends should be expelled. 
Hezbollah, under Iran's inspiration, also 
wants the immediate withdrawal of Uni- 
fil and the abrogation of UN Security 
Council Resolution 425, Unifil's charter. 
These are obstacles in the way of the 
Hezbollah militants who want to carry 
the fight into northern Israel and be- 
yond: to a “liberated” Jerusalem. 

Amal, under Syrian influence, wants 
Unifil to stay put and help remove the 
Israelis. Once they are gone, Amal 
would like Unifil to withdraw and leave 
the local policing to Amal, which is 
prepared to enter into a ceasefire and 
non-aggression arrangement with Israel. 
Amal wants to avoid Israeli reprisals 
against the area’s long-suffering Shia 
population. The objective of its Syrian 
backers is to avoid being pulled involun- 
tarily into a war with Israel. 

These differing aims produce rifts 
within the National Resistance. Unifil is 
seen as the enemy by the portion of the 
National Resistance which calls itself the 
Islamic Resistance. This group is made 
up almost entirely of Hezbollahis and 
some Palestinians. It is attracting more 
and more young militants away from 
Amal. Islamic Resistance is especially 
antagonistic to France, first because of 
an accident and second because of the 
Gulf war. The accident occurred in Au- 
gust, when French troops from Unifil 
shot a Shia leader. He was an Amal 
official, but Hezbollah took offence. The 
bigger reason is that Hezbollah is backed 
by Iran and attacks France for being a 
supporter of Iraq in the Gulf war. 

Hezbollah feels so strongly about get- 
ting rid of Unifil that, for the past month, 
it has been skirmishing with its fellow- 
Shias in Amal who support Unifil. The 
Shia groups also quarrel over the Pales- 
tinian presence in the south: Hezbollah 
wants to bring more Palestinian guerril- 
las back, and Amal wants to keep them 
out. 

France itself has been obsessed this 
month by a group quite removed from 
the conflicts in southern Lebanon and 
Beirut, This is the curious Abdallah clan, 
from the remote village of Kobeiyat in a 
corner of northern Lebanon. Some frus- 
trated Frenchmen have understandably 
said that there must be a link between 
the Abdallah group, which is suspected 
of planting bombs in Paris this month 
that have killed nine people and injured 
160, and Iran. 

This is improbable. The Abdallah 
family is Maronite and Marxist, while 
the pro-Iranian Lebanese Shias are bit- 
terly opposed to the Maronites and to 
Marxism. Unless it is extraordinarily 
subtle and cynical, the Tehran regime is 
unlikely to have given help directly to 
Maronites over the heads of its Shia 
friends, at a time when Maronites and 
Shias are killing each other in the south. 








abetting the PLO. That is not the opinion 
of many Israeli officials, who think that 
Unifil can still be useful in keeping south- 
ern Lebanon uneasily quiet. Mr Rabin, 
however, would not be dismayed to see 
the back of Unifil, particularly in view of 
the hostility that exists between Unifil 
and the SLA. 

Tensions between Israel and Syria are 
not high at the moment. Syria is watching 
keenly from its forward positions in the 
Bekaa Valley to see how these new ele- 
ments in the struggle work out. But Syria 
is not a detached observer. Syria and 
Israel share a stake in keeping the area 
free of Hezbollah's—and Iran’s—influ- 
ence. The Syrians might not be averse to 
another fight with Israel when they think 
they could win it, but they have no 
intention of being drawn into one too 
soon. One result could be serious antago- 
nism between Syria and Iran, despit 
their friendship in the Gulf war. 





Six more years? 


The Gulf war mourned its sixth anniver- 
sary on September 22nd in characteristic 
style. Iraqi troops were waiting for yet 
another Iranian “final offensive" that, 
after several weeks of prediction, had still 
to materialise. Fighting flared up earlier 
in the month around the hotly contested 
Iranian town of Mehran. This may have 
been a foray to test the Iraqi lines: 
western observers say that some 650,000 
troops have been massing behind Iran's 
southern front in the past two months, 
mainly in and around staging areas near 
Abadan. They could be moved to the 
front in a few days. One forecast was that 
"a few very bloody battles would take 
place in the next four to eight weeks". 
We've been here before. Most observ- 
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THE ECONOMIST SEPTEMBER 27 1986 


Despite the many severe storm and burst pipe 
claims we faced in the UK early in the year, the first 
half of 1986 has been brighter. 

Although the total cost of these 
claims was some £8 million much of 
this was absorbed by increased | 
premium rates, and the world- 
wide loss on short-term busi- | 
ness has been reduced from 


£13m to £2.7m. | d d 
New life annual premiums rose to new 


levels, helped by the buoyant endowment d 
mortgage market in the UK. Single premiums 
from our innovative capital transfer tax planning 
contract fell due to changes in the Budget, but there 
was an encouraging increase in other investment- 
related contracts. 
The net profit from UK life and pensions 
business increased to £179m (£16.1m ). 
In local currency terms long-term profits 
|. from international operations improved but 
movements in sterling on foreign 
exchange markets led to a slight 
fall in reported profits. | 


Overall there 
was a.jump of 52 
per cent to £28.ám in the 
Group's worldwide pre-tax profits. 
Andthe interim dividend payable on1 December 
has been lifted to 3.25p. 
То receive your copy of the full results, just post 
the coupon below 











Half Year “Half Year Full Year 
1986 1985 1985 


Pre-tax profits £284m  £187m  &3l5m 
Shareholders profits £234m . $173m  £377m 














507р — 376p 786p 
Dividends 3.25p 2.83p 8.17р 
Costof dividend £1501m £l&05m 377m 
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: Please send me my free copies of the Legal & General Interim and Annual Reports. 
Send to: The Group Secretary Legal & General Group Plc, 
Temple Court, 11 Queen Victoria Street, London ECÁN 4TP. 
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MINT LIMITED 
X INCOME SHARES* 


Mint Limited offers the potential rewards 
of trading in futures together with an 
income from your investment The 
subscription period for Income Shares is 
open until 22nd October, 1986. - 


€ Management experience allied to two 
centuries of trading 


€ US Dollar based 


© As leading international publications have 
said: "Also among 1984's top 10 was 
MINT Ltd. which showed a 31.496 gain"; 
"The best performer over this two year 
period was the MINT Fund. . .” (1985); 
"Number one in the offshore list is. MINT 
Ltd. which put on 3396 last year" (1986). 


ED&F Man international Ltd., investments Division, 
Licensed Dealers in Securities, 

Sugar Quay, Lower Thames Street, London EC2R. 6DU. 
Tet 01-626 8788 Telex 885431: EDFMAN Gv : 


For a copy of the prospectus dated 4th August, 1986 offering 
income Shares in Mint Limited, please send this coupon to 
ће above address. 
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LOCATE IN NEW YORK 
AT HALF THE COST. 


You can do it in Upstate New York 
where operating costs can be half 
those in New York City, Atlanta, Boston, 
Chicago, Toronto and other large met- 
ropolitan areas. Let us show you how. 

We're the Industrial Development 
Department of New York State Electric 
& Gas, an investor-owned corporation. 
Our experienced, highly-professional, 
commercial and industrial real estate 
service is cost free and confidential. 
We ve helped more than 1,000 over- 
seas and domestic businesses suc- 
cessfully fulfill their site requirements. 
We might be the most important 
contact you make in the U.S. 

Upstate New York has it all. Low 
labor and land costs. Highly skilled 


Please contact me about NYSEG's commercial and 


workers. Special financing and utility 
incentives. And excellent transporta- 
tion systems in an attractive 
European-like setting. All within over- 
night trucking of half of North Ameri- 
cas markets. 

Ask about our comprehensive inven- 
tory of 235 industrial sites that 
includes more than 10,000 acres and 
90 available buildings. 

Put your money into expansion and 
profits instead of high operating costs. 
Call Dick D Attilio at (607) 729-2551, 
Telex 932416. Or fill out and return the 


coupon below to: 

Dick D'Attilio 

Manager, Industrial Development 

New York State Electric & Gas 
Corporation 

4500 Vestal Parkway East 

Binghamton, NY 13903 USA 


THE LOW COST ALTERNATIVE 


INYSEG] 


New York State Electric & Gas Corporation 


industrial real estate service and the cost advantages of 
| Upstate New York. 


| State/Province 


la ountry 


| Postal Code 








ers believe Iraq cannot win, despite its 
superior equipment, because it cannot do 
more than defend its territory; and that 
Iran cannot lose because it has three 
times as many soldiers and much more 
war-zeal. What then will happen? 

It used to be thought that a long war 
favoured Iran. This summer. however, 
amid fresh promises of a big offensive, 
Iranian leaders at last admitted that time 
might be against them. Hojatoleslam Ali 
Akbar Rafsanjani, the speaker of Iran's 
parliament, said in June: "We should 
prepare ourselves to end the war as soon 
as possible with victory. We should no 
longer allow any time to our enemies." 
The next month he said that because of 
low oil prices "we have decided to accel- 
erate our war policy." 

The halving of oil prices this year has 
given Iran good reason for wanting to end 

e war. The country's oil exports, which 
,.Ovide almost all its foreign-exchange 

earnings, pay for spare parts for military 

equipment and oil installations, as well as 
for Iran's food imports. Iran's oil exports 
have also come under greater pressure 
from Iraqi air strikes in recent months. 

Iraqi aircraft have raided Iran's main oil 

terminal at Kharg Island more than 100 

times this year, although the Iranians 

have continued to keep oil flowing 
through it. The Iraqis have also attacked 
oil tankers in the Gulf calling at other 

Iranian terminals. 

Inexplicably, however, Iraq has been 
reluctant to use its air power to launch a 
sustained attack on Iran's big oil installa- 
tions on land. There are plenty of them 
(see map on previous page). Some reckon 
that. if Iraq could destroy about 20 eco- 
nomic targets such as pumping stations 
and pipeline manifolds (a series. of 

o¥alves), it could reduce Iran's oil exports 

»m 2.3 billion barrels a day (last year's 
average) to 500.000-600,000—a disas- 
trously low level. Iraq may be afraid that 
Iran would retaliate by attacking its cities: 
24 people died in a recent missile attack 
on Baghdad. Iran might also attack tank- 
ers serving Saudi Arabia and Kuwait, 
Iraq's two main paymasters. 

Iraq seems to have switched to more 

; aggressive tactics since the fall of the Faw 
; peninsula in February. It. recaptured 

Mehran in July—although the town fell 
_ again to Iran. after large Iraqi casualties, 

within weeks. The attack in August on 
| the Sirri Island trans-shipment station at 
the southern end of the Gulf carried the 
air war farther than Iraq had ventured 
"before. Iraq too has been hit by falling oil 
prices and is suffering a financial squeeze: 
othe country has slashed imports and. has 
chad trouble rescheduling its foreign 
loans. Iraq's Arab backers also have less 
-money these days. 3 

Bothsides seem to be raising the stakes. 


















lIraq'snewtacticsare unlikely to have much 
effect in the short run, but could penalise 
Iran for its delay. Iraq's border is strongly 
defended, especially in the southern area 
opposite Basra, Iraq's second city and an 
obvious target. Rather than mount an all- 
out offensive at once, Iran may probe the 
defences at various points and move troops 


EI Salvador 








INTERNATIONAL 
up if the line gives. But it may be incapab 
of exploiting a breakthrough. The mullahs 
could really be banking on a collapse in 
Iraqi morale. This could overthrow the 
Iraqi president. Mr Saddam Hussein, and 
so satisfy Iran's main condition for peace. 
But will morale collapse if the front 
doesn't? | 



















No salvation for The Saviour 


FROM OUR CENTRAL AMERICA CORRESPONDENT 


El Salvador is a tiny country of 5m people 
now in its seventh year of civil war. The 
war, which has so far cost 60,000 lives, is 
less cruel than it was early in the decade. 
when right-wing death squads and Marx- 
ist guerrillas ran wild. The election of a 
moderate. Mr José Napoleon Duarte. as 
president in 1984 raised hopes that some 
settlement of the conflict. and perhaps 
real peace, could be brought to El Salva- 
dor. Those hopes are unfulfilled. The 
blatant murders have declined. but the 
war continues; the economy. after a fee- 
ble recovery. is stagnating. The depress- 
ing likelihood is that the conflict in El 
Salvador. like the one in Nicaragua. will 
grind on for years. 

The most visible sign of a country in 
stalemate came on September 19th. when 
the first talks since 1984 were due to start 
between the Salvadoran government and 
the Marxist leaders of the Farabundo 
Marti National Liberation Front (FMLN). 
President Duarte, who likes a theatrical 
gesture as well as the next politician, 
showed up punctually at the agreed site, 


Duarte deflating 






















































SAN SALVADOR. 


the remote hill town of Sesori, with his 
defence minister. the American ambassa- 
dor and hundreds of government employ- 
ees in tow. From the steps of a newly: 
painted church he gave a speech. broad- 
cast nationwide. in which he appealed to 
the rebels to keep their appointment 
They had no intention of doing so: the 
army had moved into the former no- 
man's-land around Sesori. making it, the | 
guerrillas protested, unsafe for them. 

It would not have mattered anyway 
The guerrillas and their non-Marxist po- 
litical allies in the Revolutionary Demo- 
cratic Front (FDR) still demand a share of 
power. a purge of the officer corps and a: 
fusion between their forces and the Salva 
doran army. President Duarte, who: 
heads an elected Christian Democratic 
government, has repeated his offer of an 
amnesty: the rebels should lay down their 
arms. form legal parties and test their 
popularity in elections. The positions are; 
irreconcilable. 5 

The president and the army behind him 
are in no mood to compromise because, 
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in military terms, the government now 
has the upper hand. A new generation of 
American-trained field commanders has 
‘turned the 53,000-strong army into a 
versatile offensive force. "We are no 
longer a nine-to-five army," says the chief 
Of staff, General Adolfo Blandon. 
Backed by artillery, helicopters and air- 
craft supplied by the United States, the 
army can conduct sweeps in any of the 
areas held by the rebels. It has reduced 
their food supplies by forcing their sym- 
pathisers, the masas, out of the war 
- zones. The rebels’ fighting strength is 
down to about 6,000. 

But the army has been unable to con- 
solidate its gains, because the guerrillas 
have spread the war to new areas. They 
move freely in small units, carrying out 
ambushes and planting mines. Their 
mines, which are often tin cans or bottles 
stuffed with fertiliser chemicals, blow 
limbs off 50 or 60 soldiers, and maybe a 
dozen peasants, each month; they ac- 
count for 80% of army casualties. And 
the rebels can still mount large-scale 
attacks. In June they stormed the coun- 
try's biggest barracks—though they held 
it for only four hours. 

The rebels’ strategy of weakening the 
economy has been effective. The disrup- 
tion of transport, electricity supplies and 
coffee-processing plants, and the strain of 
spending almost half the budget on de- 
fence, have locked El Salvador into reces- 
sion (see chart). The economy grew in 
real terms at an average annual rate of 
5.5% in the five years before the civil war 
broke oüt in: 1979. When President 
Duarte took office in 1984 he inherited a 
large budget deficit, a GNP that had fallen 
by a quarter over five years and a 30% 
unemployment rate. 

. GDP growth has since crept back. 

Generous American aid—amounting to 
$2.3 billion in all since the war began— 
©. and large remittances (perhaps $350m a 

' year) from Salvadorans working in the 
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ed economy still needs restructuring. In 
January Mr Duarte introduced an aus- 
terity programme that included a credit 
squeeze, higher taxes (particularly on 
coffee éxports) and the last stage of a 
50% devaluation. Inflation, which 
looked like getting out of control last 
year, seems to be steadying at an annu- 
al rate of 30-40%. 

But the painful austerity measures split 
the centrist trade-union group that had 
helped to elect Mr Duarte, the Popular 
Democratic Unity. Most of its compo- 
nents have joined the leftist unions in a 
new coalition, the National Union of 
Salvadoran Workers, which has staged 
demonstrations against the government. 
It complains that workers’ buying power 
has fallen by half since 1979, and that Mr 
Duarte’s response to wage demands has 
been to accuse union leaders of having 
links with the guerrillas. 

The president has not been able to 
make up for the loss of his labour base by 
winning support among businessmen. 
"Duarte's package has done nothing to 
soak up idle capacity and stimulate pro- 
duction," says Mr Juan Maldonado of the 
National Association of Private Enter- 
prise. He brands the government as cor- 
rupt, inept and without direction—a view 
shared by тапу Salvadorans. 

The feeling of drift dates from Septem- 
ber 1985, when the rebels kidnapped Mr 
Duarte's daughter Ines. His response—to 
make a deal with the kidnappers—was 
understandable, but it badly weakened 
him. A recent government-conducted 
opinion poll indicated that 7096. of the 
voters would abstain if elections were 
held now; of the remainder only 28% 
would vote for the Christian Democrats. 
"Duarte has run out of steam," says a 
senior diplomat, "and there is a huge 
power vacuum." 

One indication of it is Mr Duarte's 
persistent failure to get control of the 
machinery of justice. 
not the threat to life and lil 
once were, but they are sti 

















20 people a month. Even those who are 
arrésted legally can still become victims of 
à decree that permits the security forces 
to make use of extra-judicial confessions. 
Survivors say that torture is. often em- 
ployed. No Salvadoran officer has. yet 
been convicted of а human-rights 
offence. 

With the president’s influence weaken- 
ing, the army's role is growing. General 
Blandon said recently that, although the 
military situation was favourable, lack of 
unity was making El Salvador "fertile 
ground for subversion". Since the gov- 
ernment has not offered any “nation- 
building" plan, the general has launched 
an initiative of his own, called United for 
Reconstruction. He has begun lobbying 
the church, businessmen, small producers 
and the trade unions. Paid for partly by 
the United States, his plan aims at con- 
solidating a zone after it has been cleare¢ 
of guerrillas: providing food and medica _ 
care, building schools and roads, provid- ^ 
ing electricity and forming a civil defence 
unit. All this is co-ordinated by local 
military commanders. 

The army's increasing prominence does 
not, however, mean that a military coup 
is likely. American aid, which will have 
amounted to some $435m in the 1986 
financial year that ends on September 
30th, is conditional on President Duarte 
serving out his full term. And El Salva- 
dors fledgling democracy, however 
shaky, is still an advantage for the govern- 
ment in its fight against the guerrillas. 









Japan 


Perfect in every 
Way 


FROM OUR TOKYO CORRESPONDENT 





The Japanese prime minister, Mr Yasu- 
hiro Nakasone, visited South Korea on 
September 20th and 21st to try to get on 
better terms with Japan's nearest but not 
closest neighbour. Korea was taken over 
by Japan from 1910 to 1945, and has 
never forgiven the Japanese for their 
brutal occupation. Mr Nakasone's visit 
was preceded by the now-notorious claim 
by his education minister, Mr Masayuki 
Fujio, that Korea had not been annexed, 
but had agreed to a “merger” with Japan. 

Mr Fujio has since been sacked by Mr 
Nakasone, who arrived in Seoul with a 
humble public apology for the remark. In 
his talks with President Chun Doo Hwan 
he offered trade concessions. He agreed 
to act as a political bridge between South 
Korea and China, which have warily been 
getting friendlier towards each other but 
do not yet have diplomatic relations. He 






those born in Japan—would not have to 
be fingerprinted every five years, but just 
once. 

The South Koreans welcomed these 
gestures, but they continue to be suspi- 
cious of Japanese nationalism. They are 
sure that, despite Mr Nakasone's fulsome 
apology, Mr Fujio speaks for many Japa- 
nese. They believe—as do many other 
Asians—that Mr Nakasone harbours few 
misgivings about Japan's past. 

Since he became prime minister, Mr 
Nakasone has successfully presented him- 
self as a figure worthy of the world stage. 
willing to press his country to take the 
international political role that its eco- 
nomic power has thrust upon it. This has 
appealed to outsiders, especially Ameri- 
cans, and has been one element in Mr 
Nakasone's popularity at home. But 
there are influential people in Japan, 

specially among the old guard in Mr 

akasone's Liberal Democratic party, for 
whom a bigger international role does not 
mean a strong and independent Japan 
taking its place in the community of 
nations. These politicians, who have been 
emboldened by the party's landslide elec- 
tion victory in July, say the party's aim of 
"à return to traditional Japanese values" 
means a return to nationalism. 

In Japan race and nationality are the 
same. The Koreans living there say, cor- 
rectly, that they are second-class citizens. 
The Japanese not only trample on the 
sensibilities of multi-racial societies in Asia 
and elsewhere, but do so unthinkingly. 

America, Japan's best friend, is the 
latest victim of such insensitivity. Mr 
Nakasone said at a Liberal Democratic 
meeting on September 22nd that the 
average intellectual level in America is 
lower than in Japan because of America's 
black, Puerto Rican and Mexican minor- 

ies. When American grumbles about the 
.2mark reached Tokyo, Mr Nakasone 
"explained" that, although the Ameri- 
cans had done well in outer space, their 
immigrant society had held them back 
elsewhere. "Things are easier in Japan 
because we are a homogeneous society," 
he said. A statement from the foreign 
ministry then made things worse: "The 
United States has been making great 
progress as a democracy." f 

The fuss in America will pass, and Mr 
Nakasone is undoubtedly sincere in say- 
ing that he is against racial discrimination. 
But so deep is the equation of nationality 
with ethnic identity in Japan that most 
Japanese do not realise that others see the 
world differently. A Japanese will argue 
that western liberal democracy is open to 
anyone. Traditional Japanese values are 
only for Japanese. Which makes outsid- 
ers a little nervous when they think of 
Japan striding out to take its place in the 
world. 
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China 
Smashing the bowl 


FROM OUR PEKING CORRESPONDENT 





There is nothing so precious as the securi- 
ty of a job for life, especially when 
somebody decides to take it away. That is 
the prospect facing newcomers to China's 
123m-strong industrial workforce under 
new regulations which are due to come 
into effect on October Ist. 

Mao Zedong's "iron rice bowl" guar- 
anteed everybody a job and an equal, 
though equally poor. standard of living. 
The iron bowl has taken some knocks 
over the past eight years of economic 
reform in China, but none as shattering as 
this. In a country where the danwei, the 
workplace, has traditionally taken care of 
everything from birth to burial, the new 
employment rules, which will introduce 
real work contracts and enable enter- 
prises to sack unsuitable workers, amount 
to a social revolution. 

So far the contract system covers only 
the 3% of urban workers who do not 
already have jobs assigned to them by the 
state. Since 1980, when limited contract 
experiments were first begun, 3.5m 
young people have signed up. The idea 
now is to extend to the whole country the 
experiments that have been taking place 
in selected cities, including Shanghai, 
Harbin, Shenyang and Qingdao. Begin- 
ning on October Ist, the rules will apply 
to all newcomers to the industrial work- 
force. China desperately needs people for 
responsible positions in industry. Earlier 
this year, the powerful State Council told 
government agencies that they must find 
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ways to make it easier for employees with 
scientific and technical qualifications to 
change jobs. One effect of the changes is 
that brighter and better-qualified workers 
should have an easier time finding jobs 
that match their skills: enterprises which 
want to get ahead can now go head- 
hunting. Under the old system anybody 
who wanted to change jobs had to get his 
workplace to agree—and nobody wanted 
to let good people go, even if there was 
not enough suitable work for them to do. 

The latest changes in the employment 
rules were announced earlier this month by 
the minister for labour, Mr Zhao Dong- 
wan. To cushion the shock, workers fired 
by state-owned enterprises will have the 
right to appeal against their dismissal to 
local courts, and those made redundant will 
receive a form of unemployment benefit 
during their “job-waiting periods". 

Workers who are laid off will receive 
between 50% and 75% of their previous 
pay. Those who have held their jobs for 
five years or more will be entitled to 
unemployment pay for up to two years. 
Those with less than five years in their job 
will receive benefits for up to one year. A 
new national pension system is being 
considered. Enterprises would contribute 
15% of their wage bill, and contract 
workers would pay 3% of their monthly 
earnings into the fund. The new fund 
should make life easier for workers who 
do change their jobs, since they will have 
less trouble moving their pension rights 
with them. 

The government may yet get cold feet. 
Last year, university graduates were giv- 
en almost complete freedom to pursue 
jobs of their choice. But early this year 
the government announced that jobs 
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would again be assigned to them. Too few 
of the bright ones chose jobs in the 
remoter provinces of northern and north- 
western China, to which the government 
is desperately trying to attract talent. 

As yet there is no network of employ- 
ment bureaus around the country that 
could help redundant workers find new 
jobs. And there are no alternatives to the 


A violent temper 


FROM OUR SOUTH AFRICA CORRESPONDENT 


Three months after it launched the big- 
gest crackdown on black dissent in South 
Africa's history, President Botha's gov- 
ernment claims it is getting on top of the 
unrest that has ravaged South Africa 
since September 1984. Is it? 

The Bureau for Information, which 
under the government's emergency press 
restrictions is the only authorised source 
of news about the unrest, claims that the 
number of “incidents” fell in August to 
the lowest level this year. But attacks on 
black policemen, township councillors 
and other alleged “collaborators” with 
the white system continue. Another 
black policeman was found dead in Da- 
veyton township on September 20th. 

Outside the information bureau, the 
picture is different. By one estimate, 
16,000 political and community leaders 
have been detained since the emergency 
regulations were proclaimed on June 
12th. Thousands more are held under 
statutory security laws. Almost the en- 
tire leaders of the just-legal United 
Democratic Front's 800 affiliated organi- 
sations, including the leaders of many 
trade unions, have been detained. Re- 
ports of torture under interrogation per- 
sist; the minister of law and order, Mr 
Louis Le Grange, has admitted that 464 
detainees were admitted to hospitals 
between July 12th and August 26th. 

As much as four-fifths of the country's 
35,000-strong police force is now said to 
be pounding a beat in the townships. 
Policemen patrol the streets day and 
night in armoured cars, opening fire with 
tear-gas grenades, shotguns and some- 
times live ammunition on any gathering 
that fails to break up immediately. Sev- 
eral of the more troubled townships have 
been sealed off with blade-wire security 
fences. They look like concentration 
camps. 

Black schools are under occupation, 
with armed men sitting in many class- 
rooms throughout the day to monitor 
what is said. Pupils must wear identifica- 
tion discs. 

Yet residents report that many of the 
radical organisations are still operating, 
albeit sporadically and furtively. Even in 
the townships around Port Elizabeth, 
where the crackdown has been the most 
severe, local journalists say that street 
committees and "people's courts" are 
still meeting. Independent monitoring 
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housing, medical and child-care services 
which are provided by the danwei. As 
people who either do not work well or 
cannot be found enough work to do are 
thrown out of jobs, a costly social-security 
net will have to be put in place to catch 
them. 

China's much-publicised bankruptcy 
law has temporarily been put on hold 


groups believe that much of the organ- 
ised resistance has been disrupted, but 
that official reports are falsified to con- 
ceal a growing amount of wildcat 
resistance. 

Mr Neil Ross, the head of a monitor- 
ing group run by the opposition Progres- 
sive Federal party, says the information 
bureau's daily reports consistently omit a 
number of incidents that his group is 
aware of. He also alleges that the bureau 
rigs the figures. For example, the gov- 
ernment does not count incidents result- 
ing from the eviction of rent boycotters 
(who withhold rent on political grounds) 
as "unrest-related". Incidents involving 
municipal policemen are not included in 
the official bulletins. Likewise, incidents 
involving black "vigilante" groups, 
which often collaborate with the police, 
are officially attributed to “faction fight- 
ing" rather than to political unrest. 

Using a wider definition than the bu- 
reau does, Mr Ross's monitoring group 
estimates that there were 277 unrest- 
related deaths between June 12th and 
September 14th—or about 90 deaths a 
month. That compares with 322 deaths 
during the seven months of the first state 
of emergency, which ended last Febru- 
ary, or about 45 deaths a month. These 
are not good figures for anybody seeking 
to prove the government's case. 
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because workers in several cities report- 
edly rioted this summer in protest against 
the job cuts it will bring. China's urban 
workers are happy to enjoy the better life 
the reforms have brought, but they do not 
want to pay the price of success. China's 
reforming rulers are risking more riots 
from those who do have to pay the price 
of subjecting labour to market forces. 


With so many of their leaders under 
arrest, black organisations are losing 
control over angry black teenagers. 
Many of these young people are becom- 
ing known in township slang as “tsotsi 
comrades", or gangster activists. They 
habitually operate on the borderline be- 
tween political protest and common 
crime. Most of the grisly “necklace” 
killings, in which a petrol-filled tyre is 
put around the victim's neck and set on 
fire, are carried out by these youngsters, 
some only 12 or 13 years old, made 
bloody-minded by the two years of unre- 
lenting violence in the townships. 

Mr Le Grange seems to recognise that 
something is wrong. In a recent speech 
he observed that "a stronger criminal 
element" was emerging in the townships, 
and that what he called “murders by 
black agitators” had increased from 35% 
of all unrest-related incidents last year to 
70% since the emergency began. These 
agitators, he believes, have been brought 
into the country by the outlawed African 
National Congress. 

The government's solution is to find 
and eliminate outside agitators in the 
hope that its reforms will find acceptance 
among the majority of blacks, thankful 
to be freed from intimidation. What 
seems to be happening instead is that 
violence is continuing and more blacks 
are being alienated. This raises the spec- 
tre of worse violence in the future, 
carried out by an exceptionally brutal 
younger generation. 
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KKI - Hambro International Venture Fund 
Initial Closing $25,000,000 





{| Nippon Kangyo Kakumaru 
| Securities Co., Ltd. 


and 


HAMBROS 


Are pleased to anneunce their joint sponsorship and 
operation of KKI - Hambro International Venture Fund 
for investment in promising young companies 
in Japan, Europe and North America. 








Europe's Most 
Comprehensive 
Genera] | 
Management 
Programme. . 
Spring 1987 for 10 weeks. 


Those experienced managers who come to 
London from all over the world share a common 
purpose. They have been identified as having 
senior management potential in their enterprises, 
and require access to the full range of 
management skills and techniques to fulfil that 
promise. 

The London Programme covers financial, 
marketing, organisational, and planning skills in 
depth, but uniquely shows how they can be 
effectively used together in the decision making 
process. Many of the men and women who have 
attended the forty two London Programmes that 
we have run now occupy senior positions in their 
organisations. Entry standards are high and there 
are a limited number of places available. For further 
details fill in the coupon below or telephone or telex 
the Programme Registrar, Geraldine Jackson. 


The London Programme. 
26 April to 3July 1987" Course fee, inclusive of residence: £8,300 
Programme Director. Patrick Barwise 
"Applications for 4- October to LI December. 1987 are also now being accepted 


Please send me further details on The London Programme 
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London Programme, Londori Business School, Sussex Place, Regent's Park 
London NWI 45А. Telephone: 01-262 5050. Telex: 27461 LBS KOX G 
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MORE THAN ONE BALL.@ 


Today's international equity markets present investors with exciting choices and 

- Opportunities; but to securities firms, they present great challenges and demands. 

To maximise the opportunities, investors need access to the best research, dealing and 

administration capabilities, and up-to-date information systems and technology. 

The challenge for securities firms is to develop and organise their structure and services 

p meet the varied demands of the global investor: and perhaps even more importantly, 

to do so in a way which is easily understood and accessible. 

This is precisely the thinking behind the creation of County Securities Limited, which 

incorporates the stock broking business of Fielding, Newson-Smith & Co and, when 

london Stock Exchange rules permit, will incorporate the market making business 
‘of County Bisgood Limited. 


&The NatWest Investment Bank Group ——— 












On the one hand, a global force with research, sales and dealing operations in all 
the world's key financial centres; with a huge investment in computer systems; and 
capabilities extending beyond equities into warrants, options and convertibles. 

But on the other hand, an organisation which will continue to be based on client relation- 
ships and on service. 

In short, we believe it’s a structure which will help you to take advantage of any oppor- 
tunity, anywhere in the world. 

It has to be. 

Because international players always set higher standards. 


COUNTY SECURITIES 
Nobody's in better shape 
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AMERICAN SURVEY 





The age of the illiterate 


Mrs Barbara Bush has given six times as 
many speeches on illiteracy as Mrs Nancy 
Reagan has on drugs. This week it was 
Mrs Vice-President's turn to take her 
campaign to the national podium. But for 
' wer there was no husbandly handclasp, no 

anket network coverage and no prom- 
ise of a billion-dollar fighting fund: just a 
roomful of reporters to hear her com- 
mend private efforts to promote remedial 
teaching and to appeal for more dona- 
tions and volunteers. 

Illiteracy has much in common with 
drug abuse. People who cannot read are 
likely to be unemployed and criminal, 
and to be found among the poor and non- 
white who have dropped out of school. 
Like the drug menace, illiteracy is diffi- 
cult to define and harder to quantify. 
Even by conservative reckoning, there 
are millions more non-readers in America 
today than drug-takers and yet only a 
fraction as much money to help them. 
President Reagan, who proclaimed Sep- 
tember National Literacy Month, has 
proposed cuts in the main federal literacy 
programme every year; the appropriation 
has stayed steady at some $100m only 

‘cause Congress has come to its de- 

nce. Tucked away under 78 headings in 
14 departmental budgets is another 
$250m which could be used for literacy 
training, but it took a special study to 
ferret out these funds and it will take an 
improbable push to get them spent. 

The need is clearly there. Its extent was 
diagnosed this week for the umpteenth 
time in a sample survey of 3,600 people in 
their early 20s carried out for the Educa- 
tional Testing Service. The study defines 
literacy as a cluster of information-pro- 
cessing skills rather than a simple ability 
to read the printed word. Consequently it 
shies away from headline-making claims, 
such as the “13% of Americans illiterate” 
announced by the Census Bureau last 
spring. (The census estimate of 17m-21m 
illiterates, 30% of whom hold high-school 
diplomas, is at the low end of a scale that 
ranges up to 80m, including semi-liter- 
ates.) The ETS findings support projec- 
tions of tens of millions of grown-ups ill at 
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ease in a world of words. And in posing 
"real-world tasks" instead of multiple- 
choice questions, the survey reveals an 
alarming proportion of the allegedly liter- 
ate unable to decipher the signposts of 
everyday life. 

Only 38% of the sample could find the 
cost of a two-item lunch on a menu, for 
example, including only 60% of college 
graduates and 8% of blacks. Only 20% 
could read a long-distance bus schedule, 
including only 40% of college graduates 
and under 3% of blacks. Taking the 
literacy yardstick of an eighth grade (age 
13-14) reading level, 47% of blacks, 29% 
of Hispanics and 15% of whites fall short. 
These ethnic disparities, the authors has- 
ten to explain, are mainly a reflection of 
socio-economic status. But given the in- 
creasing proportion of poor non-whites in 
à shrinking workforce, they point to an 
alarming skill shortage, unless new reme- 
dial measures are devised. 

The study debunks one premise of 
some literacy programmes—that non- 
readers compensate by fluent speaking, 


and thus learn quickly. The 1% of the 
sample who were incapable of taking the 
written test were also found to be poor 
talkers, which suggests that educating 
hardcore illiterates will be a slow busi- 
ness. Another conclusion from the survey 
is that teaching reading the primary- 
school way does not equip adults to cope 
with the information age. One solution 
may come from an unlikely source. The 
Pentagon has spent millions designing a 
basic-skills programme for its recruits, 
using computers to assess specific skills 
and then to devise a personalised remedi- 
al course. The Department of Labour is 
already working on applying this scheme 
to civilian needs. 

Illiteracy is coming to be seen as a 
national scourge. ABC television and the 
Public Broadcasting System are co-oper- 
ating in their first joint publicity exercise, 
dubbed Project Literacy/US, with a nine- 
month schedule of documentaries, news 
coverage and sit-coms. For the moment, 
however, the biggest need is for more 
teaching. Fewer than 4m people are being 
coached in some 4,000 public and private 
programmes, the largest of which is Adult 
Basic Education, paid for by the Depart- 
ment of Education, with topping-up 
grants from local governments. 

But the pool of illiterates is filling up 
faster than it is emptied, as grown-up 
learners get discouraged and more than 














Somebody out there believes Americans 
are a nation of readers, or 5,000 new 
book publishers and 230 new magazines 
would not have started up in the past 
year. Audit figures confirm that sales of 
books and magazines are rising faster 
than the population. But reading surveys 
show something else. The time the aver- 
age person spends reading magazines has 
remained constant for two decades at 
about half an hour a day: book reading 
has declined. especially among the 
young. the old, blue-collar workers and 
the non-white. But both reading and 
publishing are becoming more specia- 
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A nation of lookers-into 


lised, as small-circulation periodicals re- 
place general-interest magazines. and 
backroom publishers pursue computer- 
selected readers by direct mail. 
Readership. like illiteracy, needs de- 
fining. Mr Timothy Joyce, who heads 
Mediamark Research Inc (MRI), one of 
the two big magazine audit firms, sug- 
gests "look-into ship" as an alternative. 
This would explain how MRI produced a 
figure of 94% of American adults look- 
ing into at least one magazine a month. 
whereas literacy surveys find that some 
1395 can barely cope with the printed 
word. Magazines have catered for the 


Even book readers spend more time watching television 





2m new needy cases—mainly school 
dropouts and immigrants—join it each 
year. Mr Jonathan Kozol, author of last 
year's polemic, “Illiterate America". esti- 
mates that releasing half of America's 
illiterates and semi-literates from word 
blindness would require an annual budget 
of $10 billion. Yet this would represent a 
net saving. since the direct charge that 
illiterates make on the economy in wel- 
fare payments, prison maintenance and 
workmen's compensation is about $20 
billion; add in lost opportunity costs, and 
the price of neglecting the under-educat- 
ed may be as high as $200 billion a year. 
With federal budgets frozen, states and 
cities are picking up some of the bill. New 
York, which ties with Texas. Mississippi 
and Louisiana for the highest illiteracy 
rate in the country, has a $35m adult- 
remedial programme in New York city 
schools; California has channelled $3m 
through local libraries. Mrs Bush award- 
ed gold stars to business leaders who are 
doing their bit: Mr Harold McGraw. 
chairman of McGraw Hill, who founded 
the Business Council for Effective Lit- 
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eracy, B. Dalton Booksellers, which put 
$3m into a four-year campaign. the 
Gannett Foundation, which has just 
added $2m to an earlier $1m grant for 
state literacy efforts. Some big compa- 
nies are spending even more—$6m by 
AT&T—on remedial courses for their 
own employees. Literacy training may 
become a standard item on business 
budgets if students can earn high-school 
and even college diplomas without 
learning to read a menu or à map. 


Russia and America 


Symmetry and 
summitry 


WASHINGTON. DC 


When is a deal not a deal? Perhaps when 
a decision to blink away the finer points 
of a principle saves face, common sense 
and summitry—and is popular with most 
Americans. Yet at mid-week, as the Dan- 
iloff-Zakharov affair dragged on. near 








lookers-into by increasing their visual 
content. And anyway the biggest-selling 
magazine. which reaches some 50m 
Americans a week. is TV Guide, an 
adjunct to a medium in which images 
count for rather more than words. 

The proportion of grown-ups reading 
a newspaper every day has fallen in 25 
years from 80% to 63%, though 85% 
still read a paper at least once a week. 
The Newspaper Advertising Council in- 
sists that the decrease is only in frequen- 
cy. not in the total number of newspaper 
readers. It attributes this drop to rising 
costs, changing social patterns and the 
competition of television. Another fac- 
tor is the closing of big-city papers: when 
nine folded in 1983, 4.5m readers were 
lost. but another 5m were acquired in 
small cities where 11 new papers were 
born. Two newish national papers. USA 
Today and USA Weekend, now have 
weekly readerships in seven figures. 

The Gallup poll found last spring that 
reading comes second after watching 
television as America's favourite even- 
ing activity. cited by an unchanging 14% 
of respondents for 20 years. But books 
are losing ground to magazines and 
newspapers. and 44% of Americans who 
have the ability to read books do not. 
(Even regular book readers spend more 
time watching television.) Among the 
fastest growing bits of the publishing 
industry are cookery books. business 
books and self-improvement: How To 
Do It bookshops have opened in Phila- 
delphia and San Francisco, The librarian 
of Congress bravely maintains that “ours 
is the culture of the book". But he 
observes that aliteracy is as menacing to 
that culture as the more familiar ill. 


resolution but still unresolved, these 
questions were still under dispute. 

The non-deal, when or if it happens, is 
expected to be on the same genera 
slightly asymmetrical. lines that were be 
ing advanced two full weeks ago, Mr 
Nicholas Daniloff, the American journal- 
ist who the Russians say is a spy. would be 
allowed to return home—or, rather, he 
would be expelled from Moscow. Mr 
Gennadi Zakharov, the Russian physicist 
who the Americans say is a spy. would be 
held a little longer. but in due course he 
too would be expelled from New York in 
exchange not for Mr Daniloff but for a 
Soviet dissident, perhaps a political 
prisoner. 

The trouble about this arrangement, 
which has been used to good effect in the 
past. is that by any other name it is still a 
swap; President Reagan will be reminded 
by some influential supporters that this is 
just what his administration has declared, 
quite often. that it would not tolerate. 
These incorruptibles may, however, be a 
little corrupted by harkening to public 
opinion. A second poll by Mr Lou Harris 
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has confirmed the findings of the first: 
neople who are neither journalists nor 
»oliticians are more interested in keeping 
on talking to the Russians than in getting 
Mr Daniloff out of Moscow. By two to 
one, they approved of Mr Reagan’s tac- 
tics in trading Mr Daniloff's release from 
prison with Mr Zakharov's. 

Soviet spokesmen dismiss the Daniloff- 
Zakharov affair, together with the expul- 
sion of 25 diplomats from the Soviet 
mission, as fairly trivial matters that 
should be quickly resolved and not stand 
in the way of weightier considerations. 
The Americans, for their part, provide 
tantalising glimpses of the light at the end 
of the arms-control tunnel if only the 
Russians would see sense and roll away, 
or rather return, the obstacle in the shape 
of Mr Daniloff. 

The speeches made by Mr Reagan and 
Mr Edward Shevardnadze, the Soviet 
foreign minister, to the UN General As- 
sembly this week confirmed that the light 

ickers on, but only in flashes. The best 

ope, and a useful one, is an agreement 
on medium-range nuclear weapons, 
mainly in Europe. On nuclear testing and 
on space weapons there was no give at all. 
Mr Reagan's proposal that space weap- 
ons might be deployed by 1993, with or 
without the success of a two-year Rus- 
sian-American bid to share the technol- 
ogy, was disingenuous in several ways, 
including the fact that his own experts do 
not believe that the weapons will be near 
the deployment stage by that time. And 
Mr Reagan's espousal of a step-by-step 
approach to  nuclear-weapon testing 
sounded flat compared with Mr Shevard- 
nadze's trumpet-call to the United States 
to join the Soviet Union in ending all 
tests. 

The assumption in Washington is that 
both governments (though not all the 
members in either government) still want 
the summit; experts disagree about which 
side wants it most. After the long rumpus, 
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still not over, the summit would be useful 
for negative reasons alone: if there were a 
decision now not to hold it, the glacier ice 
that this year began creakingly to shift 
could freeze up all over again. 


The budget 
Unhappy new year 


WASHINGTON. DC 


Members of the 99th Congress expect to 
finish their Washington business on Octo- 
ber 3rd, just three days into the new fiscal 
year. They then look forward to going 
home without, for a change, any hint of a 
guilty conscience about their old friend, 
the budget deficit. They will be deceiving 
themselves, as usual. 

In August, the Office of Management 
and Budget and the Congressional Bud- 
get Office reported that, if the budget 
deficit for fiscal year 1987 was to meet the 
requirements of the Gramm-Rudman 
deficit-reduction bill (ie, to be within $10 
billion of the deficit target of $144 bil- 
lion), $9.4 billion of savings or new reve- 
nues would have to found. No sooner said 


The durable deficit 


US budget deficits 
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than done; yea, more than done. The 
House of Representatives has found $15 
billion of cuts; the Senate, $12.5 billion. 
Split the difference at, say, $13.5; add in 
$11 billion of windfall revenue from the 
first year of tax reform, and the deficit of 
$163 billion projected by the administra- 
tion will shrink to $138.5 billion. Result: 
congressional euphoria. 

The administration has not yet joined 
in the general mood of rejoicing, but will 
do so soon. So long as the House-Senate 
conference committee on the deficit-re- 
duction bills drops a fee of 0.5% on the 
value of all imports that was slipped in by 
the House Ways and Means Committee, 
and jettisons some generosity on Medi- 
care, President Reagan is likely to give 
the plan his support. 

It does little, however, to attack the 
central questions of the deficit. The cuts 
found so far have been strictly of the 
smoke-and-mirrors variety: one-off sales 
of assets such as Conrail and some loan 
portfolios, increased ferocity by the In- 
ternal Revenue Service to recoup $2.4 
billion in taxes which Americans should 
pay anyway but which, for these won- 
drous purposes, it is assumed they 
won't. Of all the many subterfuges, per- 
haps the most laughable is the ease 
with which the tax-reform windfall has 
been counted as a deficit reduction, 
since in fiscal years 1988 and 1989 tax 
reform is reckoned to lead to a loss of 
revenue amounting to more than $30 
billion. And by January, projections of 
the 1987 deficit will, many fear, be sub- 
stantially higher than the $163 billion 
officially projected in August. 

But by January, there will be new 
figures to have fun with. For by then the 
administration will be about to present a 
budget for fiscal 1988 which can be guar- 
anteed to continue the defence build-up 
while raising no extra revenue. And the 
Gramm-Rudman target for the deficit in 
that year is just $108 billion: plainly 
unachievable without cutting defence or 
raising taxes, even if the Senate stays 
Republican after the elections. Senator 
John Danforth of Missouri, more honest 
than most, thinks that Gramm-Rudman is 
close to being a "dead duck". When 
Congress wants to cut the budget deficit it 
will, Gramm-Rudman or no. 


Foreign aid 
Grudmanned 


WASHINGTON, DC 


This is not the moment for foreign-aid 
lobbyists to be asking for more. The 
appropriations committees of the Senate 
and House of Representatives, sticking 
grimly by the balanced-budget require- 
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ments, have both approved about $13 
billion in foreign aid for the year that 
starts on October Ist. This is 10% less 
than the amount dispensed this year and 
much less than the administration's re- 
quest for the coming year. Since no 
American politician, as yet, has the 
gumption to rebel at the astounding $5 
billion earmarked for Israel and Egypt, 
other countries stand to have their alloca- 
tions almost halved or, in some cases, 
eliminated altogether. 

Yet more is being asked for, and the 
requests are far from unreasonable. 
Within hours of President Corazon 
Aquino's moving and percipient speech 
to a joint session of Congress on Septem- 
ber 18th—pointing out, among much 
else, how little the Philippines’ democrat- 
ic revolution has cost the United States— 
the House voted by à narrow margin to 
sneak an additional $200m into the 1986 
appropriations for her country. This, if 
the Senate had been alert and willing, 
might somehow have got round the 
Gramm-Rudman constraints on adding 
extras to the 1987 bill (which will proba- 
bly end up as a few paragraphs in an 
omnibus continuing resolution). But the 
Senate was directed by its Republican 
majority leader, Mr Robert Dole, to be 
purposely drowsy; it passed the House 
measure to a committee from which it is 


unlikely to emerge in the few days that 
remain to this Congress. 

The next request for more—which will 
somehow be kept separate from the con- 
tinuing resolution—is expected to come 
from the administration itself. President 
Reagan has to decide by September 27th 
whether or not to sign the South African 
sanctions bill. He is expected to veto it 
but a search is on, within the White 
House, for a bundle of proposals that 
might dissuade Congress from overriding 
his veto. One of these proposals is that 
Mr Reagan should ask Congress for 
$500,000, spread over five years, to help 
development in South Africa's neigh- 
bours. The idea is that these overshad- 
owed countries should make themselves 
more independent of South Africa by, 
among other things, developing such 
ports as they have and by improving roads 
and railways in an east-west direction. 

Mr George Shultz, the secretary of 
state, sets out for southern Africa on 
October 8th. Mr Peter McPherson, the 
administrator of the United States Agen- 
cy for International Development, has 
just returned from there. So has the Rev 
Jesse Jackson, who called vigorously for a 
new American attitude towards all the 
frontline states, including Zimbabwe and 
Angola. One difficulty about the propos- 
al is how to reconcile it with the selective 


New guests for the Willard 


President Corazon Aquino would have 
stayed there if Mr Shimon Peres, Israel's 
rime minister, had not nipped in first to 
k the presidential suite. In a town 
stacked with lush hotels, the old Willard, 
which is now the new Willard Inter- 
Continental, was pretty nearly full for 
the four try-out weeks before its formal 
opening on September 22nd. However 
jaded the five-star-hotel-hopper's palate 
for chandeliers, marble columns, queen- 
size bathrooms and minibars, the Wil- 
lard offers something different. 

History, for a start. Round the corner 
from the White House, the hotel was the 
traditional watering-hole for the great, 
the powerful and the talented. The bed- 
room slippers that Abraham Lincoln 
borrowéd from the proprietor are on 
display; Calvin Coolidge used the place 
briefly as his White House. Derelict and 
gutted since 1968, the hotel has been 
recreated in an approximation of its 
turn-of-the-century splendour (when the 
original hotel was rebuilt). For the visi- 
tor's greater delectation, the furniture, 
furnishings and colours are less oppres- 
sive than period exactitude would have 
demanded. The hotel's facade, saved 
from greedy demolishers, has been re- 
spectfully restored and a nest of new 
pavilion-like offices echo the architectur- 


WASHINGTON. DC 


al line of the hotel. 

So many new hotels are built or 
planned in Washington that by 1990 the 
average rate of occupancy may not be 
much higher than 50%. Mr Hans Ster- 
nik,  Inter-Continental's president, 
thinks that his hotel has little to fear from 
the competition. The name Willard is a 
lure to history-lovers; the name Inter- 
Continental a familiar beacon to travel- 
lers to the cities where the rich flock to 
work or to play. 

It was not always quite like this with 
Inter-Continental. In the old days, the 
chain chose rather less obvious, and 
sometimes less safe, places, all of them 
outside the United States. The company 
was created by Pan American World 
Airways, when it was pioneering world 
routes, so that weary flyers could fall 
into a comfortable bed in inhospitable 
spots on the globe. The hotels became 
havens to travellers in far-flung places 
from Latin America to the Middle East 
to Asia. Occasionally, like the Jordan 
Inter-Continental, they became fortress- 
es at times of upheaval. 

The chain now belongs to a British 
conglomerate, Grand Metropolitan. The 
hotels are still far-flung but the flinging 
has rather less of the pioneering spirit 
about it. Over the years the chain has 
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muddle of America's policy towards 
southern Africa. The administration 
would not be prepared to give aid to 
Angola (where it is helping the anti- 
government guerrillas), probably not to 
Zimbabwe (from which all bilateral aid 
was cut off after a diplomatic incident at a 
reception in July), and possibly not to 
Mozambique (which, after Angola and 
Zimbabwe, is becoming a target for the 
far right). The other little difficulty is 
where to find the odd $100m in this year 
of tight foreign-aid fists. 


Education 
An E for ethics 


Professor Benno Schmidt's inauguration 
speech as the new president of Yale, on 
September 20th, was more of a lecture o 

student behaviour, and in particular о - 
the importance of allowing free expres- 

sion to other people. Some of those who 
heard him thought he was beating a side- 
drum to the secretary of education, Mr 
William Bennett, who has been com- 
plaining that certain college campuses 
have become “fortresses”, rejecting the 
democratic ethic and forgetting their duty 
to promote tolerance. Professor Schmidt 
is a liberal and Mr Bennett is not, particu- 





No firebuckets in the corridors 


dropped its connections with 25 scat- 
tered hotels either because they did not 
make money or because the owners, 
often the government of the country, 
balked at the money Inter-Continental 
insists on to smarten things up: the hotel 
label, says Mr Sternik, requires some- 
thing a bit more sophisticated in the way 
of fire protection than buckets of sand in 
the corridors. 
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If you’re planning to do business in Germany, 
you should look for а bank that understands 
a bit more than just German business. 


You need an interna- 
tional bank that's at home in 
Germany. A bank that can not 

= only help you with the complex- 
` ities of the German market, its 
laws and regulations, but can 
also appreciate the implica- 
tions for your international 
business. A bank that’s large 
enough to offer you all the fi- 
nancial services you need, yet 
flexible enough to produce 
detailed solutions to specific 
national problems. We are 
Germany’s second largest 
bank, with 1,000 domestic 
branches, and over eighty of- 
> fices worldwide. After being in 
international business for more 
than a century we work for 
about 100,000 companies. 
We can offer you a profound 
knowledge of German busi- 
ness — and a bit more. 


































Around the world Rapier stands guard against whatever 
tomorrow may bring. 
A pioneering air defence system, Rapier was the first of its 
kind in the field to protect against high speed low level air attack. 
Since then it has been continuously developed for 
operations day or night and today 13 countries depend on Rapier, 
confident of its proven combat success. 

. Rapieris just one of the guided weapons systems which, 
ether with spacecraft, civil aircraft and military aircraft, form 
idest t range of aerospace products in the world. 
roving that we have the skills and experience to meet the 
ftomorrow. 

man in the field, to his commander, even to his 
hat experience means just one thing. 
е of weapons systems that work. 
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larly; but the two are principal speakers in 
the growing campaign to put moral 
awareness back into education. 

Mr Bennett would start children 
young. His report on primary schools, 
published early in September, called for 
greater emphasis on “traditions of West- 
ern civilisation" and lessons in “соге 
democratic values like respect for per- 
sons, property and truth." Americans, he 
said in August, expected the schools to 
transmit the “соттоп culture" to the 
new generation and to inculcate, through 
that, honesty, generosity, loyalty and 
self-discipline. Mr Bennett has been care- 
ful lately not to say what the common 
culture is; he used to say it was Judaeo- 
Christian but, though he clearly still be- 
lieves it, the description got him into 
trouble. Professor Schmidt relied heavily 
on T. S. Eliot, who is perhaps the moral 
arbiter that students find easiest to take. 

Yale has a guideline about student 
ethics, contained in the Woodward Re- 
port which tried to put some order into 
the university's chaos in the 1970s: even 
"civility and mutual respect" may be 
superseded by the need to guarantee 
freedom of expression. Unfortunately, 
the Supreme Court in July ruled other- 
wise. Students, it said, might rightfully be 
suspended from school for using vulgar 
and offensive language. The Justice De- 
partment agreed, arguing (à la Bennett) 
that student speech ought to be restrained 
if officials wished to maintain “ап atmo- 
sphere of civility or the transmission of 
basic societal values." 

It is clear that the “moral values" 
spoken of on every side mean different 
things, sometimes contradictory things, 
to different people. For some, civility 
ranks above free speech. For others, it 
does not . Mr Bennett is definite that 
noral values mean more than "ersatz 
Ocial science... too concerned with 
social living". But in the schools of New 
Rochelle, New York, the new ethics 
lessons fall under two heads, "Caring" 
and “Coping”. At Yale, Professor 
Schmidt defined the benefits of a liberal- 
arts education as happiness and empathy, 
and nothing more morally rigorous than 
that. Mr Mario Cuomo, the governor of 
New York, wants to introduce proposals 
for new lessons based on the theme 
"Love Thy Neighbour”. It is still a rare 
school that will attempt to investigate 
what justice is (pupils in Brooklyn are 
trying that, drawing up their own school 
rules and suggesting punishments for of- 
fenders), or that will consider questions 
of medical ethics, as biology students are 
being urged to do in new textbook guide- 
lines in California. 

The reason for the deliberate moral 
vagueness of the 1960s and 1970s that still 
pervades the schools is that teachers, and 
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We, the pupils . . . 


publishers of textbooks, still assume that 
this is required of them. For many, it is 
impossible to introduce the teaching of 
values without stumbling over religion, 
which may not be taught in any school 
paid for with public money. The anxiety 
to conform to that law has led to many 
oddities. Earlier this year, the liberal 
organisation Citizens for the American 
Way—a group which has often taken 
issue with Mr Bennett—issued a study 
criticising a number of textbooks for 
ignoring the role of religion in American 
history and American life. According to 
that study, even the Pilgrim Fathers were 
written about without reference to God, 
and the same squeamishness had kept the 
schools away from the teaching of ethics. 

Mr Bennett, like Governor Cuomo, 
says he sees no difficulty in teaching 
values without linking them to any reli- 
gion. Although religion, in his view, is the 
source of most civic virtues (as well as of 
courage, kindness, honesty and disci- 
pline), “all value questions", he has said, 
“do not revolve around theological be- 
liefs or sex." 

He was quick to slap down the Rev Pat 
Robertson, the evangelical would-be 
president, when Mr Robertson claimed 
recently that Christians were more patri- 
otic and family-minded than others; peo- 
ple without any religion at all, said Mr 
Bennett, could share just the same com- 
munity values. And indeed, in the careful 
absence of religion, shared community 
values are often being made to form the 
basis of ethics lessons in the schools. In 
Baltimore County, Maryland, each 
School has a common core of values 
drawn up by a committee, which then 
gives instruction in them. In one high 
school in Ohio, a list of community values 
to be taught to the children has been drawn 
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up by parents and teachers together. 

Parents resistant to the exhortations of 
governors, professors or secretaries of 
education might wonder what place re- 
mains for them in the ethical scheme of 
things. The answer is that, despite every- 
thing, they are still left largely in charge 
of the ethics of their children. Mr Ben- 
nett's own handbook on drugs in school, 
published on September 14th, defines the 
roles quite clearly. Schools monitor the 
behaviour of their pupils, warn them 
against taking drugs and keep drugs off 
the premises; but it is parents who “teach 
standards of right and wrong, and demon- 
strate these standards through personal 
example". Behind all the sermonising, 
the world stays much as it was. 


Drinking age 
The Wild (hic) West 


CASPER, WYOMING 


The Rocky Mountain West is an indepen- 
dent place, and its latest piece of stub- 
bornness is a refusal to bow to Washing- 
ton’s demand for a ban on sales of drink 
to those under 21. The fight began in 
1984, when Congress gave the federal 
government the right to withhold 5% of 
federal highway money for fiscal 1987 
from states which refused to raise their 
drinking age. In fiscal 1988 the proportion 
will rise to 10%, and so on in every 
subsequent year that the states refuse to 
obey. Originally, the money was to be 
withheld for only two years; but when 
some states proposed legislation to raise 
the drinking age for just those years, 
lowering it again when the threat was 
gone, the loophole was closed. 

The bill was drafted to cut down road 
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The six-pack still rules the West 


deaths involving drinking among 18-20- 
year-olds. When President Reagan signed 
it, saying he had “no misgivings about this 
judicious use of federal power", 27 states 
allowed people under 21 to buy alcohol in 
some form. The National Highway Traf- 
fic Safety Administration says it has plen- 
ty of studies proving that the law is 
effective, but some states disagree; they 
have figures showing that drivers in the 
23-26-year-old bracket are more likely 
than their younger colleagues to be in- 
volved in accidents involving drinking. 
Most states fell into line quickly, and so 
far 41 have complied with the law. A big 
redoubt remains in cowboy country: Col- 
orado, Wyoming, Montana, Idaho and 





South Dakota. South Dakota filed a law- 
suit in 1984 against the transport secre- 
tary, Mrs Elizabeth Dole, arguing that 
the 21st amendment to the constitution 
(the one repealing Prohibition) guaran- 
teed the states' right to control intoxicat- 
ing liquor. The suit was dismissed; the 
state appealed, and lost again last May. 
Now Wyoming, in conjunction with five 
other states, is filing a friend-of-the-court 
brief on behalf of South Dakota. The 
Supreme Court will decide in about six 
weeks whether to consider the case. 
Louisiana, Ohio and Tennessee are 
also holding out. With some of them, the 
federal government has been stern. 
Ohio's decision to continue to allow 19- 


The battle of the billboards 


What would American highways be 
without Lucky Strike, Jim Beam Bour- 
bon or the promise of Janey's Sizzlin' 
Good Pancakes ten miles ahead? Dreari- 
er perhaps, more beautiful perhaps. but 
they would also be in conformity with 
the laws restricting billboards. The High- 
way Beautification Act, passed with 
great trouble in 1965 when the conserva- 
tion movement was passionate and new, 
forbids most billboards in rural areas 
within 660 feet of a highway paid for with 
federal money. Boards so placed are 
meant to be taken down, with compensa- 
tion paid to the owner (three-quarters 
from the federal government, a quarter 
from the state); if they are not removed, 
the offending state is supposed to lose 
10% of its highway money. 

Thanks to the power of the Outdoor 
Advertising Association of America, the 
law is full of comfortable exceptions. 
Billboards are allowed in any area zoned 
for commerce or industry. With state 
permission, which most states readily 
provide, billboards may also go up in 
"unzoned commercial areas", usually à 
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barn in a field; for some reason, makers 
of chewing tobacco and fizzy pop favour 
barn walls, and the billboards gather 
round companionably. 

Some sorts of billboards escape the 
law: those "pertaining to natural won- 
ders and scenic and historical attrac- 
tions", such as the constant huge admo- 
nitions to SEE RuBY FALLS that line the 
forest road from Birmingham to Chatta- 
nooga; those advertising property for 
sale, if they are on the actual property; 
and those advertising services, goods and 
goings-on, if they are on the actual 
premises. In 1978, an amendment al- 
lowed this last category to be festooned 
with flashing lights and electronic mov- 
ing gewgaws. 

As if all these holes were not enough. 
the billboard owners also saw to it that, 
in most years, Congress did not vote any 
money for the compensation fund. Cer- 
tainly none has been approved since 
1982. At present, according to a study by 
the Government Accounting Office, bill- 
boards are going up almost five times as 
fast as they are being taken down. Of the 


year-olds to drink beer with an alcohol 
content of 3.2%, but nothing stronger, 
will cost it $20m in fiscal 1987. Tennessee, 
which has a 21-year-old drinking age for 
most of its citizens, is being denied about 
$10m in highway money because it allows 
military personnel under 21 to drink off 
base; they do not, after all, have to be 21 
to die for their country. 

State legislators in Ohio are wary of 
raising the drinking age; a 1983 referen- 
dum rejected the idea by two to one. A 
21-year-old drinking age did not go down 
easily either in Wisconsin, which has 
more taverns per throat than any other 
state. The issue forced a special session of 
the state legislature last June and, for the 
first time in 140 years in Wisconsin, two 
conference committees had to be called. 

Although the governors and legislators 
of these states talk about "refusing to 
bend to blackmail", a few are starting to 
soften. Louisiana had several bills in the 
last legislative session dealing with the 
drinking age. Observers predict that the 
issue will surface again during a special 
session next month. Washington, DC 
raised the drinking age this week after a 
car crash involving the deaths of three 
young men. 

A grace period is given to those states 
which come round to the federal govern- 
ment's way of thinking at the last minute. 
States with no 21-year-old drinking law 
can have their highway money refunded if 
they raise their drinking age by Septem- 
ber 30 1988. The West seems prepared to 
argue it out all the way down the line. 


roughly 500,000 now standing along 
highways covered by the law, at least 
200,000 are illegal. Where they are re- 
moved, a bigger and flashier one often 
soon goes up somewhere else. 

New bills in both the House of Repre- 
sentatives and the Senate are designed to 
tighten up the law. The House version 
would freeze the billboards at their pre- 
sent number and divert 0.25% of the 
highway trust fund, probably some $60m 
a year, to provide compensation. The 
Senate would impose a moratorium on 
the erection of any new billboards along 
federal highways, hoping by attrition 
gradually to reduce the total; about 5% 
have to be replaced every year because 
of wear, accident or changes in land use. 
This bill would also turn the task of 
compensation over to the states, which 
would not be obliged to pay up at all if 
they could not afford it. 

Perhaps, if they were faced with this 
new burden of responsibility and contro- 
versy, more states might be inspired to 
go the way of Vermont and Hawaii and 
ban billboards entirely from the country- 
side. But in some cases, in states not so 
pretty or eye-catching, it might—hereti- 
cal thought—be the countryside's loss. 
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Half year 
results 


Strong trading performances in the Group's expanding range of 
industrial activities were more than offset by an exceptionally 
adverse combination of factors as foreshadowed by Sir Alistair 
Frame at the company's annual general meeting on 21 May. There 
was the sharp drop in the price of oil, continued weakness in most: 
metal prices, and a marked fall in the value of several relevant 
overseas currencies which reduced pre-tax profit on translation into 
sterling by £50 million and net attributable profit by £20 million. 

The Metals sector's contribution to net attributable profit was 
£29 million (1985: £48 million). Although metal prices were 
generally weak, most Group mines remained profitable. The: 
decrease in aggregate contribution from this sector was mainly due 
to industrial action at Broken Hill, lower revenues from Hamersiey, 
and increased losses at Rio Tinto Minera. The loss-making copper 
mining operations at Rio Tinto have been suspended. In the second 
half of the year, significant benefits are expected to flow to CRA. 
following the depreciation of the Australian dollar and the 
resumption of work at Broken Hill now that improvements. to 
working practices have been agreed. Both developments should 
materially improve CRA's future competitive position. 
| The Industrial sector performed well, its contribution to net 
Come ten minutes from the airport to attributable profit rising to £78 million (1985: £67 million) despite the 
the centre of government, of slower than anticipated boost from lower energy prices and the 


administration of exhibitions. Come to a effects of currency translation. RTZ's recent investment activity has 
superb new business centte, with word- 




























ON BUSINESS IN EGYPT... COME TO SHERATON. 


iocessor and оао Cora Io focused on this sector with a number of acquisitions, predominantly 
piis OE Oe NR np dolut in the speciality chemicals and minerals area, at a cost of US$320 
cabanas and bars and a dazzling array deeh Nu industrial businesses should continue to progress in the 
of fine foods from many lands. Come to Second пап. ; А. ; 
the Heliopolis Sheraton... where The Energy sector's contribution to net attributable profit fell 


from £45 million to £19 million largely due to. the drop of over 50 per 
cent in oil prices in sterling terms. Uranium deliveries were lower but 
are expected to catch up in the second half. 

Outlook 

In the world of fluctuating currencies and commodity prices in 
which RTZ operates, predictions of future performance are 
necessarily uncertain. But in the short term, firm control of costs 
across our broadly based business and further growth in the 
industrial sector will assist our immediate prospects. In the longer 
term the continuation of the investment strategy we have been 
pursuing will ensure our growth. Prospects will be further enhanced 
as metal and oil prices improve. 


Egyptian hospitality comes alive. 























SUMMARY FirstHalf FirstHalf — Year 








(£ millions) 1986 1985 1985 
Turnover 2,5079 28920 53108 
Profit before tax 269.9 362.1 7167 
Net profit attributable 






to RTZ shareholders 82.8 1183 236.0 


Earnings per 
ordinary share 26.68p 38.23p 7614р 
. Dividends per 
25p ordinary share 7.00p 700p  2200p 
The results for the year 1985 have been extracted from the full accounts, prepared on ari 


historical cost basis, which received an unqualified auditors’ report and have been filed with 
the Registrar of Companies, First half 1985 results have been restated for the change to UK 


Н | ө || is ( 3l | { ©) practice of charging goodwill agairist reserves, adopted in the 1985 annual accounts, 
; The hospitality peopeor [түк R | 7 
For reservations and information, calf The Rio Tinto-Zinc Corporation PLC, 6 St; James's Square, London SWIY 4LD 


Cairo 665500 telex 93300, or your nearest An ^... The full interim statement is being posted to shareholders. 
Sheraton Hotel or Reservations Office. i — - —— > 


























EUROPE 


Am | being observed? 





A small cheer for Stockholm 


A lot of Europeans seemed to think that 
love and amity had suddenly broken out 
on their continent. Euphoria and the pop 
of champagne corks greeted the agree- 
ment which emerged on September 22nd 
from the Stockholm-based. cumbersome- 
ly named. Conference on Confidence- 
and Security-Building Measures and Dis- 
armament in Europe. The clock in the 
conference hall had been stopped for 
three days to allow final details to be 
sorted out and the deadline to be met. 
When the haggling was over. long-suffer- 
ing delegates were quick to point out that 
theirs was the first East- West agreement 
to cover conventional military forces 
throughout Europe. The real test of this 
week's agreement. however. will be how 
well it works long after the champagne 
has gone flat 

The chief aim of the Stockholm confer- 
ence. which opened in January 1984 as an 
offshoot of the 1975 Helsinki accord on 
security in Europe, was to find ways of 
reducing the risk of war in Europe caused 
by one side's misinterpretation of the 
other's actions. The deadlock was finally 
broken only because President Reagan 
and Mr Gorbachev decided that some 
agreement was better than no agreement 
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in the run-up to their summit, which is 
still. Daniloff notwithstanding. expected 
to happen soon. Yet the 35 participants 
(the United States. Canada and all Euro- 
pean countries except Albania and micro- 
states) have some reason to feel satisfied 
with their work 

They have accepted a set of rules 
stronger than the rather limp-wristed 
clauses in the 1975 Helsinki accord, Then, 
governments agreed that they should no- 
tify each other of troop movements in- 
volving more than 25,000 men, and that it 
would be nice if everyone invited observ- 
ers to attend these exercises, In practice, 
because there was no obligation to invite 
observers, and because East-West rela- 
tions chilled after the Soviet invasion of 
Afghanistan in 1979, Russian invitations 
have been few and far between—and the 
few have gone to "friendlier" countries, 
such as Greece, rather than to more 
eagle-eved ones. such as the United 
States or Britain. 

The Stockholm rules will change that. 
Each country will now have to provide an 
annual calendar of its planned military 
activities in Europe. Exercises involving 
13,000-40,000 men are to be disclosed at 
least 42 days in advance, those involving 





40.000-75 000 men a year in advance, and 
ones involving over 75.000 men two years 
in advance. Whereas at Helsinki the Rus- 
sians agreed to reveal only those manoeu- 
vres within 155 miles of their western 
border, the Stockholm rules apply from 
the Atlantic to the Urals, What is more, 
each country is now obliged to invite all 
others to send observers when it has troop 
movements that involve more than 17,000 
men (including those resulting from a 
sudden military alert that lasts for more 
than 72 hours). 

All this should make it easier to spot 
any untoward military activity early. But 
the cornerstone of the Stockholm agree- 
ment is the section which allows each side 
to check that the other is sticking to the 
rules. For the first time, the Russians 
have agreed to the idea of "challenge 
inspection": a country which thinks an- 
other might be trying to cheat can de- 
mand to look for itself. Any country so 
challenged must let up to four observers 
come and see within 36 hours and let 
them stay for 48 hours. Russia's accep- 
tance of this principle could affect many 
other aspects of arms-control. 

The verification arrangements are not 
watertight. There are limits to the go- 
anywhere, see-anything provisions. No 
country is obliged to accept more than 
three challenge inspections in a year, and 
no country can challenge another more 
than once in that period. (To prevent any 
funny business, countries are not allowed 
to challenge members of their own alli- 
ance.) Some small areas will remain off- 
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EUROPE 
limits to observers and inspectors; not 
even the West likes the idea of Warsaw- 
pact observers poking about in its bar- 
racks or communications headquarters. 
And although the Russians conceded the 
right of aerial inspection, they refused an 
American demand that aircraft from neu- 
tral countries, rather than from the coun- 
try under observation, should be used to 
ferry observers about. 

Clearly, the new rules are going to 
work best when East-West relations in 
Europe are reasonably good and each 
side sticks to the spirit, not just to the 
letter, of the deal. Meanwhile, both NATO 
and the Warsaw pact will continue to use 
satellites to keep an eye on each other's 
troop movements. On-the-spot observa- 
tion, however, is better than mere snap- 
shots of troop formations for getting an 
idea of what the troops are up to. 


What Stockholm is not 

For all its advantages over Helsinki, it is 
worth remembering that the Stockholm 
agreement is not an arms-cutting deal. 
Not a single soldier will return to civilian 
life and not a single weapon will be 
beaten into a ploughshare as a result of it. 
Indeed, the new rules apply only to the 
movement of soldiers outside their bar- 
racks. The Russians rejected the idea of 
information exchanges that would give a 
more accurate measure of how many 
troops each side has in Europe, and 
where they are. 

Moreover, while the 35 countries have 
agreed to give fuller reports about what 
they are doing with their troops, they 
have not agreed to stop doing it. If the 
new rules had been in effect during the 
1980-81 Polish crisis, it would have been 
more embarrassing for Russian troops to 
stomp about menacingly on Poland's bor- 
ders. But the Stockholm deal could have 
stopped neither the stomping nor an 


= invasion of Poland, had that been what 


the Russians decided on. 

The progress in Stockholm has not 
removed the obstacles in the way of the 
arms-cutting talks that are going on else- 
where. That may partly explain why the 
chief American delegate, Mr Robert Bar- 
ry, was a little less euphoric than some of 
his European colleagues this week. 
America and Russia may be close to a 
pre-summit deal limiting medium-range 
nuclear weapons in Europe. But the par- 
allel talks in Geneva on cutting their long- 
range strategic nuclear arsenals are still 
stuck over how to handle President Rea- 
gan's Strategic Defence Initiative. 

The principle of challenge-inspection, 
accepted in Stockholm, may help push 
the talks in Geneva about chemical weap- 
ons closer to agreement, but there is no 
sign yet of a breakthrough at the long- 
running Vienna talks on cutting conven- 


tional forces in central Europe, known as 
Mutual and Balanced Force Reductions 
(MBFR). The Russians still refuse to give 
accurate information in the MBFR talks 
about how many troops they have in the 
area, or to accept the much tougher 
verification measures that a troop-cutting 
deal would entail. They may try to side- 
track these talks altogether by demanding 
that they be dissolved into a larger confer- 
ence on disarmament in all of Europe, 
which could well scupper the negotia- 
tions. Mr Gorbachev may even be hoping 
that the ground he gave at Stockholm will 
muffle criticism of Russia's human-rights 
record when the full Helsinki review 
conference opens іп Vienna in 
November. 

Still, modest though it is, the Stock- 
holm agreement is a first step towards 
increasing the stability and security of 
Europe. Because it involved almost all 
Europeans, including the neutral coun- 
tries, as well as the superpowers, it gives 
the smaller European countries not only a 
voice in, but also responsibility for, the 
security arrangements that affect them. 
Seen for what it is, Stockholm deserves a 
small toast. 


The Germanies 


Finger in the wall 


FROM A CORRESPONDENT IN BONN 





The special meeting of state premiers and 
senior politicians called for September 
25th by the West German chancellor, Mr 
Helmut Kohl, to discuss the recent flood 
of asylum-seekers into West Germany 
turned into a happy anti-climax. The 
opposition Social Democrats were espe- 





cially happy. They had been able to pre- 
empt the meeting by their announcement 
a week earlier that the East German 
government was now prepared to stem 
that large part of the tide of third-world 
immigrants which had been flowing in by 
way of East Berlin. 

It was never quite clear why the East 
German leader, Mr Erich Honecker, let 
the flood go on so long. He may have 
hoped to provoke the authorities in West 
Berlin into setting up immigration con- 
trols with East Berlin that would have had 
the effect of recognising his Berlin wall as 
an international boundary. And he no 
doubt enjoyed seeing the West German 
government suffer for the greater politi- 
cal freedom that West Germans take such 
pride in. He may even have hoped to 
blackmail the West Germans into paying 
large sums of money, as they have done 
discreetly in the past, in return for East 
German co-operation on the refugee 
problem. 

But Mr Honecker evidently underesti- 
mated the ill-will generated in Bonn as 
the number of asylum-seekers seemed to 
be heading towards a record 120,000 this 
year—with half of them expected to ar- 
rive through East Berlin. Did Mr Hon- 
ecker also get a nudge from Mr Gorba- 
chev? The Soviet leader may have 
decided that it was time for Russia to be a 
little friendlier towards West Germany, 
after three years of cold shoulder. 

Whatever the motive, East Germany 
has agreed, without any cash being seen 
to change hands, that not only its own 
airline, Interflug, but also the Soviet one, 
Aeroflot, and other East European air- 
lines will in future demand valid visas for 
passengers using Schoenefeld airport in 
East Berlin as a transit point to West 





Berlin. The only exceptions to this rule 
will be those Soviet-block citizens who do 
not need visas for East Germany and 
people who are supposedly seekers of 
asylum in East Germany. 

By negotiating this latest deal with the 
West German Social Democrats, Mr 
Honecker was trying to reward them for 
their readiness over the past two years to 
make joint recommendations on Europe- 
an nuclear- and chemical-weapons-free 
zones with the East German communist 
party. He also avoided the appearance of 
retreating before Mr Kohl's Christian 
Democrats. 

It is a snub the conservatives can afford 
to ignore. It is too early in the campaign 


99% and all that 


FROM OUR MOSCOW CORRESPONDENT 


For almost as long as anybody can re- 
member, elections in the Soviet Union 
have been strictly controlled affairs, in 
which a single approved candidate stands 
for each seat and, unsurprisingly, can 
usually count on a good 99% of the 
votes. Mr Mikhail Gorbachev may be 
about to change that. He will not, of 
course, be trying anything that chal- 
lenges the Communist party's all-em- 
bracing supervision of Soviet life, But 
ordinary citizens may soon find that a 
little variety is the spice to add new life to 
their local soviets, as local councils are 
known in the Soviet Union. 

Mr Gorbachev first let it be known 
that he was unhappy with Soviet "de- 
mocracy" in February, at the Commu- 
nist party's congress. Complaints about 
housing, education, transport and health 
services—all the job of the local coun- 
cils—were too frequent, he observed. 
He called for "corrections" in election 
procedures as a way of prodding local 


deputies into action. He has since taken 
his message about the need for more 
local initiative on his visits around the 





for next January's parliamentary election 
to help the Social Democrats that much 
(and may yet backfire in the conserva- 
tives' favour, as did Soviet attempts to 
meddle in the 1983 general election). 
What is more, relief has come a lot more 
cheaply this time than it did when the 
East Germans curbed the inflow of Tamil 
asylum-seekers in return for West Ger- 
man renewal of the special "swing" credit 
for East Germany in 1985. 

The outcome leaves only the Greens 
disgruntled among the West German po- 
litical parties. They complain that Mr 
Honecker's move aids only what they call 
the "xenophobic asylum policy" of the 
West German government. 


country, most recently in his home area 
of the northern Caucasus, where he said 
that nobody should be afraid of more 
democracy. 

Democracy, Soviet-style, will never 
aim to match the system in western 
countries, where different political par- 
ties compete for power. One way of 
giving the voters more of a choice with- 
out challenging the Communist party's 
monopoly of power in the Soviet 
Union—arranging for more than one 
candidate to stand for each seat on local 
councils—has recently been floated in 
the official press. Both Hungary and 
Poland, among Russia's allies in Eastern 
Europe, have given this a try. 

Opponents of the communist govern- 
ments say that it makes no difference, 
since the party (or a front organisation 
for it) still has to approve each candidate 
before his or her name can go on the 
ballot paper. The idea of multiple candi- 
dacies was even floated once before in 
the Soviet Union, in the early 1960s, but 
then allowed to sink. 

As the electoral system works at pre- 
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Spain 


Our way with 
traitors 


FROM A CORRESPONDENT IN MADRID 





The targets of the Basque terrorist group 
ETA usually come from the Spanish secu- 
rity forces, which ETA likes to portray as 
an army of occupation standing in the way 
of independence for the Basque country. 
On September 10th, however, the victim 
was chosen in order to make a different 
point. Mrs Maria Dolores Gonzalez Ca- 
tarain, who was shot while strolling with 


sent, public organisations, such as trade 
unions, collective farms, units of the 
armed forces and even sports clubs have 
the same right as the Communist party to 
propose candidates. An election com- 
mission, about half of whose members 
are party or Komsomol (party youth 
organisation) activists, then decides 
which name will go forward. A large 
minority of the deputies currently in the 
Supreme Soviet, the national parlia- 
ment, are not party members, and about 
half the deputies who serve on local 
councils are from outside the party too. 
But all are loyal supporters of what the 
party stands for. 

Theoretically, an official candidate 
can be defeated if more voters vote "no" 
than vote "yes". But voting "no", or 
even abstaining, takes a certain effort in 
the Soviet Union. On voting day people 
who live far away are bused to the 
polling stations; those unable to leave 
home have a ballot box brought to them. 
Most people simply put their ballot pa- 
per. unmarked, in the box and that is 
counted as a "yes". A "no" vote entails a 
conspicuous walk to a special booth in 
order to strike out the name on the 
paper. In local elections, usually only a 
handful of the 2m or more candidates fail 
to win approval. Having a choice be- 
tween candidates might at least help hide 
those who would prefer to vote "no" to 
everybody. 

There is no law against having more 
than one candidate on a ballot paper; it 
just isn't done, Several years ago, a well- 
known dissident historian, Mr Roy Med- 
vedev, tried to stand for election but was 
frustrated by an electoral bureaucracy 
that simply ignored him. He might not 
fare much better, even if Mr Gorbachev 
changes the rules. The real aim of any 
change. if it happened, would be to 
encourage trade unions and others to 
nominate more upright citizens with 
bright ideas on improving local services. 
Mr Gorbachev is a firm believer in what 
he calls "people's socialist self-govern- 
ment". But, for electoral purposes, some 
people will still be more equal than 
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SIX MONTHS 


INTERIM HIGHLIGHTS 


(half year ended 2 August 1986) 










Group profits before exceptional items up from £11.8m 
to £23.2m. 


Earnings per share up by over 120% to 9.6p. 
B&Q retail profit up 31% to £20.6m (after internal rent). 
Comet quadruples retail profit to £3.2m (after internal rent). _ 
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Woolworths, the High Street chain increases its retail 
profit before internal rent to £10.7m, with posten loss 
reduced Бу £6m to £8.6. 





Copies of the full statement will be mailed to shareholders shortly orcan be obtained from: Woolworth H 
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The Group has opened 800, 000 square feet of retail 
space in the first six months. This expansion will continue. 


- Operating Companies’ retail ‘management further 
.- strengthened by internal promotion and recruitment of 
proven, successful retailers. 


A Interim dividend of 5.0p (1985 3.0p) per share. 


“We look forward with confidence to meeting 
_ our forecast for the year of not less than 
- £105.5m profit before exceptional i items" 


п September 1986 Sir Kenneth Durham, Claims УВ QW 


| У WOOLWORTHS k 


WOOLWORTH HOLDINGS PL 


nm Northwest House ug 3 Manion Road, London NW 1 SPX. 
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her husband and four-year-old son in 
Ordizia, near San Sebastian, was a former 
ETA leader. She had returned to Spain in 
October 1985, under the government's 
"reinsertion" programme for ETA terror- 
ists. The ETA communiqué acknowledg- 
ing responsibility for her murder claimed 
that this made her a "traitor". 

The killing caused a spasm of outrage 
in the Basque country. All but one politi- 
cal party condemned it: the exception was 
Herri Batasuna, ETA's political wing, 
whose supporters daubed the walls of the 
dead woman's neighbourhood with slo- 
gans denouncing her. The murder sug- 
gested that a hard-line faction has taken 
over the ETA command since July, when 
France expelled the organisation's leader, 
Mr Domingo Iturbe; he is now in exile in 
Algeria. 

The killing failed, however, to frighten 
other ex-members of ETA who have given 
up terrorism. More than 1000f them met in 
San Sebastian on September 20th to de- 
nounce the murder, and issued a statement 
claiming that “ETA has taken a giant step in 
its unstoppable divorce from the interests 
of the Basque people." The document is 
expected to be signed eventually by nearly 
allthe 600 ex-terrorists now leading normal 
lives after being amnestied or serving their 
prison sentences. 

Before the murder, everything seemed 
to be going right for Herri Batasuna. The 
party increased its number of seats in the 
Spanish parliament from two to five in the 
June election. As a result of that surge, 
the middle-of-the-road Basque National- 
ist party (PNV) has split. 

A dissident faction led by Mr Carlos 
Garaicoechea, a former head of the re- 
gional government, blamed the swing to 
the pro-ETA party on the Nationalists’ 
lack of aggressiveness in their dealings 
with the government in Madrid. The new 
party has picked up 11 of the 32 National- 
ist deputies in the Basque regional parlia- 
ment, which may force the PNV adminis- 
tration, led by Mr José Antonio Ardanza, 
to call an early election in the region. 

Mr Garaicoechea has signalled that he 
will try to outflank Herri Batasuna by 
espousing a radical form of nationalism, 
including the claim that Navarra should 
be recognised as part of the Basque 
country, which currently consists of the 
provinces of Alava, Guipuzcoa and Viz- 
caya. He argues, however, that the goal 
of Basque nationalism, which he sees as a 
“confederal” relationship with the Span- 
ish state, can be achieved without vio- 
lence. The disgust felt towards ETA as a 
result of the murder of Mrs Gonzalez 
Catarain could swing votes Mr Garaicoe- 
chea's way. A recent opinion poll sug- 
gests that the dissidents will do at least as 
well as their mother party at the polls. 

That would pose a problem for Spain's 
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prime minister, Mr Felipe Gonzalez. He 
has already ruled out changes to the 
constitution to satisfy the demands of 
Basque nationalists. But if there are no 
changes, ETA's claim that change will 
come only through violence will be 
strengthened. 


Yugoslavia 


Here's to Gdansk 


Should Yugoslavs have the right to 
strike? A wave of (illegal) strikes in 
recent months has forced the uncomfort- 
able question back into the open. 

Strikes have taken place from time to 
time in communist Yugoslavia ever since 


Ex 


On the strike-right road 


the coalminers of Trbovlje in Slovenia 
showed the way in 1958. But Yugoslavia 
never went as far as Poland did during the 
Solidarity era, when the right to strike 
was enshrined in the 1980 Gdansk agree- 
ment. That right still exists in Poland, but 
it is hedged with qualifications and con- 
fined to "official" trade unions set up 
after the suppression of Solidarity. Yugo- 
slavia's leaders have tended to regard the 
strikes in their own country as an offence 
against socialism, and have tried to settle 
the disputes as quickly as possible—which 
has usually meant capitulating to the 
workers' demands. 

That policy was not seriously ques- 
tioned as long as strikes did not often 
happen. But in recent years workers have 
been downing tools with alarming fre- 
quency. According to official Yugoslav 
sources, 699 strikes took place in 1985, 
twice as many as in 1984 and four times as 
many as in 1983. 

This year, in an attempt to counter 
inflation (now running at an annual rate 
of 84%, and rising), the federal govern- 
ment tried to force enterprises to claw 
back "unjustified" wage increases. That 





set off a large number of strikes this 
summer, including one in the prominent 
Third of May shipyard in Rijeka. Anoth- 
er stoppage, in an engineering factory in 
Croatia, lasted a full 18 days, a long time 
by Yugoslav standards. Outside industry, 
strikes have affected the state health 
service (in Maribor in Slovenia) and 
transport (the central bus station in Za- 
greb). Some of the most recent strikes 
have widened in scope, taking in as their 
targets social inequalities, corruption and 
bad management. 

The government has managed to buy 
itself a respite, mainly by promising a 
speedy revision of the law on "excessive" 
wage payments. This retreat has been 
masked by leaked reports in newspapers 
suggesting that wage payments in the first 





half of this year may not after all have 
been quite as excessive as was originally 
thought. But the government can be 
under no illusion that the truce is any- 
thing but temporary. Yugoslavia's finan- 
cial difficulties—notably its $20 billion 
debt—mean that painful measures to 
make industry more competitive cannot 
be delayed for long. These may involve 
wage cuts or factory closures, or both. In 
all probability, the question will not be 
whether strikes will happen, but how best 
to control them. 

That is why the government is listening 
seriously to people like Mr Andrej Fri- 
merman, a specialist in labour relations at 
Belgrade University, who says that the 
right to strike should become part of 
Yugoslav law. In a recent interview in the 
Belgrade weekly Nin, Mr Frimerman re- 
called that the Communist party had once 
before, back in 1969, looked at the possi- 
bility of legalising strikes, and had reject- 
ed the idea. He believes that it should 
look again. Since strikes are unlikely to 
go away, he argues, the party might as 
well come to terms with them and gain 
greater control of the process—by, for 
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The bombers' harvest 


This month's bombing campaign in Paris is the latest round of the terrorist 
attacks that have plagued Europe over the past decade. Most terrorism in 
Western Europe is a battle against democracy. Democracy has a history of 


winning 


West Germany, Italy, Britain. France 
and Spain have been Europe's main 
targets for bombers and assassins of all 
stripes in recent years. On the whole. 
their governments have learnt to deal 
with the danger. They have done so 
without ponderous interference in civil 
liberties. Nonetheless, one result of Eu- 
rope's confrontation with home-grown 
and foreign-inspired terrorism has been 
an expansion of police powers. To the 
extent that these enlarged powers are 
regarded as normal. the terrorists have 
left an indelible—and unfortunate— 
mark on European society. 

The Italian police often carry ma- 
chine-guns on city patrols. In France. 
where drivers as well as pedestrians are 
now frequently stopped, the police can 
expel foreigners without asking the 
courts. Lawyers in West Germany are 
sometimes barred from contact with ter- 
rorist suspects. Britain's police can hold 
suspects for a week without bringing 
charges. Spain's can do the same for ten 
days. These and other new powers. 
backed by modern technology to gather 
intelligence. have helped the police to go 
quite a long way in tackling the terror- 
ists. Society has paid a price for security. 
To enter many public places in Europe 
these days. from museums to airports. 
you have to submit to a search. 

The alarm bells began sounding in the 
1970s. The menace then came mostly 
from home-grown fanatics. Italy has 
done as well as any country in combating 
it. The extreme left-wing Red Brigades 
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Just checking 
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began by picking off lawyers and judges 
in their campaign to bring down the 
Italian state, while right-wing extremists 
spread terror with bombings. Public 
anxiety reached its peak in 1978 with the 
murder of Aldo Moro, a former prime 
minister. The police were temporarily 
granted considerable licence: they could 
hold suspects for a long time without 
trial (12 years in theory): they got immu- 
nity from prosecution for over-zealous 
use of firearms. 

They also became good at "turning" 
terrorists. The Italians rightly pride 
themselves on beating their domestic 
terrorists without resorting to special 
courts. One legacy of that success, how- 
ever, is that defendants іп mundane 
trials still often find themselves appear- 
ing in court inside steel cages—the ones 
installed to hold Red Brigades defen- 
dants. A more appealing legacy is the 
boldness of Italy's new generation of 
magistrates, who have been encouraged 
to take on the Mafia after the success of 
the dauntless approach to terrorists. 

At one time West Germany appeared 
to be the country worst hit by domestic 
terrorism. Andreas Baader and Ulrike 
Meinhof. who lent their names to the 
group that alarmed the Germans, are 
both dead. Driven by motives similar to 
those of the Red Brigades, the Baader- 
Meinhof gang's exploits came to a head 
in 1977 with the murder of three impor- 
tant people, including industry's boss-of- 
bosses. Hanns-Martin Schleyer. Punctili- 
ous police intelligence work eventually 





routed the terrorists, though their pursu- 
ers work was aided by the jail-cell 
suicides of three of their leaders, an 
event that raised questions about how it 
happened. 

West German police have been less 
successful than their Italian colleagues in 
getting terrorists to defect. A new fe- 
male-dominated generation of fanatics 
calling themselves the RAF (Red Army 
Faction) has replaced the old one, 
though less effectively. Spooky mug- 
shots of wanted women still stare at 
Germans from the walls of public 
buildings. 

In France, the current rash of bomb- 
ings is linked with the Middle East. A 
firm law-and-order policy was one plank 
in the conservative Mr Jacques Chirac's 
election campaign last spring. The ter- 
rorist attacks have given power to Mr 
Chirac's elbow—though he has not gone 
so far as to revive de Gaulle's semi-secret 
state security court, the one that was 
used to squash Corsican and Breton 
autonomists. 

It is on the streets that the French 
scene has changed most. Police have 
recovered the right they lost under the 
Socialist government to make identity 
checks at will, and are making constant 
use of it. The effect of this intensified 
war on terrorism is felt outside France 
too, since visas are now required of 
everyone entering the country except 
EEC and Swiss citizens. 

Britain and Spain face similar threats 
in countering the IRA and ETA. Both 
groups' aims centre on a territory. Nei- 
ther country has vanquished the terror- 
ists, though headway has been made at 
some cost to civil liberties. In Northern 
Ireland itself these liberties are clearly 
restricted. In Britain, the 1974 Preven- 
tion of Terrorism Act has given police a 
much freer hand to question and detain 
suspects. Among more than 6,000 peo- 
ple arrested as suspects since the act was 
passed, the conviction rate is 595. 

Spain's anti-terrorist act of 1983 was 
passed a decade after ETA's Basque kill- 
ers brought off their most startling coup 
by assassinating Franco's prime minister, 
Admiral Carrero Blanco. The Basque 
separatists have since turned increasing- 
ly violent under democratic rule, select- 
ing as their main target the Civil Guard, 
which is chiefly responsible for order in 
the Basque province. The Spanish act 
allows censorship of newspapers, a 
unique weapon in the anti-terrorist arse- 
nals of leading European nations. 

A lingering fear in Spain is that the 
army could lose patience and reimpose 
an oppressive regime. That is just the 
kind of upheaval ETA would like to 
provoke, on the theory that this would 
help it achieve its own ends. The goal of 
forcing Europe's democratic govern- 
ments to protect themselves by turning 
to real oppression is common to almost 
all the terrorist movements. In that, for 
all the extension of police power, they 
have failed. 


55 


EUROPE 


example, bringing іп а code of conduct... | 


Mr Frimerman reminded the govern- 
ment.that it was à signatory of the 1966 
ternational convention on social, eco- 


nomic and cultural rights, which includes 


the right to strike: Yugoslavia ratified the 
convention 15 years ago. The trade union 
organisation will soon decide whether it 
will throw its weight behind the right-to- 


Now, about those 
profits 


Sweden's powerful trade-union confeder- 
zation (the Landsorganisation, or LO) 
‘wants to give itself a more human face. 
' Speaking at the LO's five-yearly congress 
this week, its personable chairman, Mr 
Stig Malm, admitted that the unions are 
failing to уіп: enough public support, 
especially among young people. That is 
, why Mr Malm has recently been putting 
forward a number of ideas which a few 
ars ago would have been considered 
ure heresy from one in his office. 
In Sweden, membership of many trade 
ions automatically means becoming a 
ber of the Social Democratic party; 
Mr Malm has called this "a millstone 
und the movement's neck". Remark- 
ly, he has questioned the right of pub- 
lic-sector. workers to strike. As if that 
were: not enough, he has also said that 
axes could not be increased any more, 
.has criticised the practice of electing 
„trade-union chairmen for life, and argued 
that the public sectors bureaucrats 
whom he described as "window-enve- 
ope dispatchers") should be retrained for 
more productive work. 
“Mr Malm’s heresies are not intended as 
a retreat, but rather as a platform for the 
| further advance of the Lo. The quality of 
ife in general, not just what happens at 
‘work, is the union movement's ambitious 
new field of endeavour. “Ап LO worker 
lives for an average of 650,000 hours, of 
Which he works for only 50,000", Mr 
Malm told the congress. “The movement 
‘Should not be involved only in this small 
hare." He believes the LO should be 
_ prepared to engage in any activity which 
elps to improve the quality of life. Co- 
operation with the church on social work 
nd the provision of better leisure facili- 
ies are part of the Malm vision. 


je Nor does the 10 envisage any retreat 
for the public sector, which in Sweden: 


completely monopolises education and 
almost completely monopolises other so- 
cial services from health to child care. Mr 


"Маі sees no role for privatisation here. - 


“Outdated customs | 


FROM OUR BRUSSELS CORRESPONDENT 


The. European Community. wassup- 
posed to make travel from one member 
country to another as simple as crossing 
a-state line in America. But after 28 
years of the EEC, frontiers are hardly any 
more open than before, and govern- 
ments employ more customs officials 
than ever. Only in Britain, where the 
number of customs people rose from 
17,000 at its entry in 1973 to 30,000 in 
1979, has there been a cut in recent 
years. And that is due not to a quicken- 
ing of the pace of European integration 
but to Mrs Thatcher's austerity axe. 

Given that customs duties on goods 
traded within the EEC have been abol- 
ished and that citizens have travel and 
residence rights throughout the Commu- 
nity, it may seem puzzling that more 
customs officers are needed. Part of the 
explanation is the expansion of world 
trade and tourism since the 1960s. This 
has created jobs at frontiers, to control 
the greater flow of goods and travellers 
entering the EEC from outside. 

But that does not explain why a truck 
driver taking a load from Britain to Italy 
may need as many as 47 documents to 
pass through the frontier posts on the 
way. At the borders between EEC coun- 
tries, customs posts have taken on tasks 
that did not exist before the EEC was 
born. Chief among these is the collection 
of value-added tax (VAT). Britain, like 
all new members, had to introduce VAT 
when it joined the Community; hence 
the boom in British customs recruitment 


DOUANE 


ZOLL 
Cus TOMS 


But he wants the labour movement to get 
bureaucrats off their.backsides, and en- 
sure that the public sector. provides the 
services taxpayers want. 

Collective action by trade unions to end 
a also remains on th LO’ 5 agen- 


se eriously- 


in the. 1970s. Thanks to һе Commubly $ 


common agricultural policy; currency 
fluctuations also require border taxes to 
be levied on farm goods shipped be- 
tween EEC members. 

Then there are the border checks on 
imports of live animals and plants, and 
on suspected drug-runners. and terror- 
ists, whose activities are cited by EEC 
members as a reason for keeping tight 
national frontier controls. At times these 
controls are relaxed. West Germany, 
France and the Benelux countries allow 
motorists to cross the frontiers between 
them virtually unhindered during the 
peak summer-holiday season. In a lone 
example of Community spirit, Holland 
and Belgium grant this freedom to EEC 
motorists all year round. 

Undeterred, the European Commis- 
sion is pressing ahead with its plan to 
create an internal-frontier-free Commu- 
nity by 1992. The commission argues 
that, especially in the computer age, 
routine work now done at frontier posts 
could be moved to regional centres else- 
where. This would apply to vAT collec- 
tion and the checking of trade statistics. 
What about the drug-traffickers and ter- 
rorists? Officials at the commission feel 
that, since the present system of controls ` 
has neither stopped drug-running on a 
large scale nor prevented terrorism in 
Europe, it would be worth trying an 
alternative approach. 

The idea would be to do away with 
border controls inside the EEC and rein- 
force checks at the external frontiers, 
including airports. Internal frontier con- 
trols are less important for drugs than 
systematic checks at the point of entry 
into the Community, since virtually all 
narcotics come from outside the ЕЕС. To 
help beat terrorists and traffickers, na- 
tional authorities would aim to increase 
co-operation, for example in the swap- 
ping of intelligence. 

A lot of trust would be needed for the 
system to stand any chance of working. 
When. West German politicians want to” 
do down the commission’s project, they 
ask ironically whether Germans would 
want their anti-drug or arms-smuggling © 
controls to be in the hands of Sicilians. 


profits. 

The. idea is a logical extension of the 
wages policy, which by holding down pay 
rises in industries with high productivity 
growth has helped generate big profits in 
these sectors. That is not compatible with 
the goal of. equality. Ergo, the union 
movement reasons, it is not only wages 
the Lo should be negotiating about, but 
the distribution of profits too. Swedish 
employers think this an odd idea, but are 
worried Hut they mays soon А Вахе to take it 
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SAIPEM. MEETING THE DEMANDS OF 
A CHANGING WORLD. 


A changing world makes new demands | : 
on any company providing complex contracting Saipem contracts worldwide 


Services. With our people, Skills and equipment In the Saudi Arabian Desert Saipem built the world's largest 


Saipem continually meet that demand steel pipe water transmission system. The diameter of this 
: pipeline is more than five feet. This contract, like many other 


me You'll find us drilling, laying pipelines, Saipem contracts the world over, witnesses Saipem's high 
building power stations, aqueducts and industrial technical skills. 


plants, installing sealines, offshore platforms, marine 


terminals. We're spanning deserts, crossing 
ENI GROUP 


mountains, descending to the ocean’s depth. 
The people, the skill, the equipment. 





Using our skill and expertise we're ready 
to solve the new problems of a changing world. 














A change of pace 


The 1980s have so far proved an unhappy chapter in the history 
of the World Bank. The Bank failed to anticipate the debt crisis 
that erupted in 1982. Four years on, it is still trying to work out its 
response. In 1986 the Bank has a new president in Mr Barber 
Conable, a new mandate from the United States and an 
opportunity to adapt itself to a new role. Its annual meeting, held 
jointly with the IMF, starts next week; our economics editor, Clive 


Crook, examines its prospects 


The World Bank's primary role is to serve 
as a financial bridge between North and 
South, channeling flows of capital from 
the rich, industrial countries of Europe, 
North America and Japan towards invest- 
ment that promotes growth in the poor, 
mainly agricultural, countries of Africa, 
Latin America and Asia. At first sight 
such a role might seem uncontroversial. 
From the rich countries’ point of view, 
the Bank operates with little in the way of 
subsidy. It lends only against projects that 
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are capable of generating a commercial 
rate of return. It charges borrowers a 
market rate of interest on most of its 
loans. And it raises most of its funds at 
the going rate on the international capital 
markets. The poor countries, for their 
part, gain access to the money they need 
for growth—money that they might be 
unable to raise for themselves. Equity 
with efficiency. What could be better? 

If, however, the past decade and a half 
is any guide, nothing could be more 


controversial. During those years the 
Bank has been criticised from every point 
on the political spectrum. It has even 
inspired a kind of consensus: neo-Marx- 
ists, neo-conservatives and numerous fac- 
tions in between have at least been able to 
agree that the World Bank is a bad thing. 

Debate within the Bank is just as lively 
as it is outside it. The Bank's image as a 
sedate and homogenised bureaucracy is 
wrong. Its staff is divided into numerous 
competing schools of thought, and divid- 
ed yet again by function and by hierarchi- 
cal loyalties. The bureaucrats may keep 
their debates private, but the arguments 
are loud and long. 

The issue at the core of these external 
and internal controversies remains the 
same—though the Bank itself has 
changed with the times. In the 1950s the 
Bank concerned itself with the recon- 
struction of the war-damaged European 
economy. The 1960s saw the heyday of 
orthodox development economics, with 


6 SURVEY WORLD BANK 


the Bank doling out the cash for infra- 
structure projects in the "developing 
countries", as they began to be called. In 
the 1970s a charismatic Bank president, 
Mr Robert McNamara, turned all of the 
Bank's public-relations effort, and some 
of its lending, towards the idea of alleviat- 
ing poverty directly. The late 1980s, with 
Mr Barber Conable as the president, will 
be the decade of money with macroeco- 
nomic-policy strings attached. Through- 
out, the underlying question has been, 
whose interests does the Bank serve? 

Critics on the left say that the Bank is 
the slave of international capital—implic- 
itly framing its policies and granting its 
loans at the expense of labour. They can 
point to Bank-financed projects that have 
enriched foreign companies and big local 
landowners, but which have done nothing 
to raise the living standards of their 
workers. Critics on the right say that the 
Bank serves the interests of corrupt and 
inefficient poor-country governments, re- 
warding the worst offenders (that is those 
whose countries are, thanks to them, in 
greatest need) with the biggest loans for 
the showiest and most wasteful projects. 
They too can cite plenty of case histories. 
One bunch of the critics in the middle 
argues that the Bank is much like any 
other bureaucracy: it exists, in the main, 
to serve its own interests. Look, they say, 
at the relentless growth in staff numbers, 
and at their salaries, fringe benefits and 
conditions of employment. 

Reasonable people have been able to 
accept that there are germs of truth in all 
these criticisms without coming to the 
conclusion that the poor countries would 
be better off if the Bank did not exist. For 


a start, the Bank has some clear, and 
occasionally remarkable, successes to 
boast of: in India and China, for example, 
the two most heavily populated poor 
countries. During the past few difficult 
years it has retained the trust of most of 
its borrowers and the financial confidence 
of all its lenders. That is quite a feat. 
Indeed, all the blinkered attacks from left 
and right can be interpreted as reassuring: 
they suggest that the Bank has managed 
to strike a happy balance between con- 
flicting objectives. 


Look at Mexico 

Mr Conable took charge of the Bank on 
July 1st when a new sort of uncertainty 
over the Bank's role was emerging. Ques- 
tions are being asked by different kinds of 
sceptics—people who, far from having an 
ideological axe to grind, regard them- 
selves as friends of the Bank. The starting 
point for this reappraisal was the develop- 
ing-country debt drama that opened in 
Mexico in 1982. 

In that first panic, and in most of the 
debt talks that have followed for the other 
Latin American near-bankrupts— Brazil, 
Argentina, Chile and so on—as well as 
for the debtors in Africa, the Philippines 
and elsewhere, the lead role was played 
not by the World Bank but by the Inter- 
national Monetary Fund (IMF). Until re- 
cently, and even now with only one or 
two exceptions, it is the IMF's seal of 
approval for the debtor's economic poli- 
cies that the commercial bankers have 
insisted upon. Without it, the banks have 
refused to lend new money. A stand-by 
agreement with the IMF—under which the 
borrowing country agrees to a short-term 


macroeconomic "stabilisation pro- 
gramme"—has become the centrepiece 
of the debt rescheduling process. 

At best this approach has been only a 
partial success. It has so far managed to 
prevent full-scale debt defaults, but often 
only just; in many countries it has grant- 
ed, as its defenders would say, a “‘breath- 
ing space". But another way of putting it 
is to say that it has merely transformed an 
immediate crisis into a chronic problem. 

Take Mexico, for example. Its first 
rescheduling package, designed by the 
IMF, was hailed as a model for the other 
debtor countries. The prescription was 
what has come to be regarded as the IMF's 
standard austerity programme. To reduce 
the government's budget deficit, cuts in 
government spending along with in- 
creased taxes and higher charges for pub- 
lic-sector services were prescribed. To 
reduce the external deficit, the IMF pro- 
posed curbing demand and devaluing the 
exchange rate. Behind this supposed cure 
lay a clear diagnosis. Mexico's debt emer- 
gency was a short-term liquidity problem. 
To cope with this lack of cash, the country 
had to bring its consumption quickly into 
line with the resources that were 
available. 

The strategy had plenty of draw- 
backs—most obviously, the political 
strain that the policy changes implied. 
But, to begin with, the IMF's prescription 
not only seemed plausible, it actually 
worked. In the months that followed the 
first rescue package, the Mexican govern- 
ment began to cut its budget deficit and 
slash the country’s imports. Between 
1982 and 1985 public spending fell by a 
quarter in real terms, and the budget 
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World banking 
is our business 


As Europe's largest bank, 

and with a worldwide 

network operating ШЕЕ 
in 76 countries, 
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О has its leader in research. 


SE uromoney Corporate Finance recently conducted the One reason is that our presence in the global market · 
first survey in which leading international companies had — is nothing new. 

a chance to evaluate securities analysts around the globe. We long ago committed ourselves to developing 
-Merrill Lynch came out on top not once but in all four outstanding research in support of our worldwide 
categories: We were ranked best by the most companies; investor audience; and we are continuing aggressively 
nked best when the nominations were weighted interna- — to expand our global securities research and eco: : 
ally, with more points being scored for a nomination nomics capabilities. P 
um i abroad than for one at home; ranked best in terms of Today, everyone is talking about the global capital 

e total number of analysts nominated; and ranked best market. But being in the lead to do something about it 
by continental European corporations. has put us ahead in the ability to serve it. 
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© OVERALL RANKING, TOP 20 FIRMS 


1 Merrill Lynch 12 Oppenheimer 

2 Goldman Sachs 13 Smith Barney 

-3 Salomon Brothers 14 Kleinwort Grieveson 
4 First Boston 15 Donaldson, Lufkin 

. 5 Drexel Burnham & Jenrette 

^. Lambert 16 Wood Mackenzie 


TOP 20 FIRMS 
(INTERNATIONALLY WEIGHTED TABLE) 
1 Merrill Lynch 11 Paine Webber 
2 Goldman Sachs 12 Oppenheimer. t 
3 First Boston 13 Dean Witter Reynolds 
4 Salomon Brothers Wood Mackenzie 
5 Drexel Burnham 15 Smith Barney - 
















- 6MorganStanley 17 Shearson Lehman Lambert 16 Donaldson, Lufkin 
7 James Capel Brothers 6 James Capel & Jenrette — 
.. 8 Kidder Peabody Hoare Govétt 7 Morgan Stanley 17 Rowe & Pitman 





8 Kleinwort Grieveson 18 Shearson Lehman * d 
9 Kidder Peabody Bros. . 
10 EF Hutton Hoare Govett 
: 20 Phillips & Drew - 


A. 9 EF Hutton 19 Rowe & Pitman 
‚ 10 Paine Webber 20 Phillips & Drew 
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| BY TOTAL NUMBER OF ANALYSTS NOMINATED CONTINENTAL EUROPEAN CORPORATIONS’ 
1 Merrill Lynch 10 Wood Mackenzie FAVORITE FIRMS 
~ 2 Goldman Sachs EF Hutton 
3 Salomon Brothers 12 James Capel X 
4 Drexel Burnh 130 hei | 
we Dear Witter 1 Merrill Lynch 6 Deutsche Bank 
First Boston Reynolds 2 Kleinwort Grieveson Morgan Stanley. 
6 Paine Webber 15 Cowen & Co. 3 Goldman Sachs 8 Rowe & Pitman 
7 Kidder Peabody Hoare Govett 4 James Capel _ Savory Milln 
`8 Morgan Stanley 17 Rowe & Pitman о Pierson, Heldring Atlantic F inance 










9 Smith Barney 18 de Zoete & Bevan 
EUR LFRothschild . 
Scrimgeour Vickers 


& Pierson 



























Ource: Euromoney Corporate Finance, June 1986. 
Note Where по number appears, firms are tied. 











deficit was halved as a proportion of GNP. 


Mexico spent $19 billion on merchandise 


imports in 1980; that was cut to $11 billion 
by 1984. The price of that success was 
massive: a sharply contracting economy 
and cuts of around 40% in the real 
earnings of most industrial workers. 

In all this, the Bank was largely absent. 


The idea that the debt difficulties of | 


Mexico and the rest of Latin America, 
were essentially a short-term liquidity 
problem implied that it was right for the 
IMF to take the lead. Its expertise lies in 
short-term stabilisation policies. The 
World Bank is concerned with longer- 
term development issues. : 


And look again 
The view that the debt pressures are just 
one aspect of the development. puzzle— 
albeit a particularly threatening one—was 
around from the beginning, but it has 
begun to catch on in a big way only 
recently. Again, Mexico's struggles have 
been the most instructive. By the end of 
1985 the. Mexican government's resolve 
was clearly weakening in the face of 
mounting political pressures. Dissent had 
to be met with bigger subsidies and a 
softer line on taxes and imports. The 
budget deficit began to expand. Any 
lingering hope that Mexico might yet 
reclaim its model-debtor status vanished 
altogether when the price of oil collapsed 
this year. The IMF was forced to conduct 
another rescue operation, this time in 
' even less favourable circumstances than 
before. 

The terms of Mexico's new rescue 
package point to several shifts in think- 
ing. First, the IMF has shown unaccus- 
tomed flexibility in setting its targets for 
Mexico's budget deficit; the hoped-for 
fall in the deficit, from 13% of GNP to 
10% in 1987, is much less steep than the 
earlier prescriptions. Second, the Bank 
seems to have played a bigger role than 
hitherto. It helped to design the plan. In 
addition, the Bank has promised to lend 
Mexico $2.3 billion over two years, with 
the two provisos that the rest of the 
package hangs together and, more impor- 
tant, that the. Mexican. government 
adopts new policies which are favourable 
to the private sector. Third, America’s 
Treasury and Federal Reserve were also 
closely involved in framing the plan, 
which, as a result, includes a $1.5 billion 
bridging loan from rich-country central 
banks and the Bank for International 
Settlements. 

Commentators welcomed the package 
as the first real evidence that the “Baker 
initiative" might amount to something. 
That was one of the grand titles—another 
was the “Baker plan"—given to the out- 
line of a solution to the debt problem. 
advanced by America's treasury secretary 
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at the Seoul meetings of the IMF and the 
Bank in October last year. Mr Baker 
called for $20 billion of new loans to the 
15 most heavily indebted developing 
countries in exchange for policy reforms; 
but he gave little away on how that wish 
should be put into practice. The Mexican 
deal, with the United States playing a big 
part in working out the details, seemed to 


¿show that Mr Baker's wishful thinking 


might be feasible, after all. 

Such à verdict, however, is premature 
at best. The commercial banks have been 
far from eager to play their part, even 
though the package would leave them, by 
a wide margin, net recipients of cash from 
Mexico over the next few years. The 
adjustment programme that Mexico has 
agreed to follow strikes few observers as 
credible: it involves a milder dose of 
austerity than the IMF was demanding in 
negotiations earlier this year, but it still 
implies a sharp fall in already depressed 
real incomes. 

And—a more fundamental question— 
does a package that will leave Mexico 
with foreign debts of $114 billion instead 
of $97 billion succeed in its longer-term 
aim of making the country more 
creditworthy? 

This tangle of debt and development 
issues affects not just Mexico but, in 
widely ranging forms, most of Latin 


Reform starts here 


Mr Conable's first task is the formidable one of getting to grips with the Ba 


he has inherited 


What does Mr Conable see as he looks 
around his new empire? First, that he is 
not quite on top of it. One of his jobs is to 
act as a conduit between the Bank's 
permanent staff and its board of executive 
directors (EDs)—a panel of member- 
country civil servants dominated by ap- 
pointees from the United States and the 
other big industrial countries. The EDs 
must approve all the Bank's loan propos- 
als. Bigger policy decisions ultimately rest 
with the Bank's full board of governors, 
which is made up of one representative 
from each of the Bank's 150 members, 
with voting power shared out according to 
size of each country's contribution to the 
Bank's capital. The presidency is a plat- 
form from which Mr Conable can try to 
do much more than persuade; but the 
Bank's top managers need him first and 
foremost to be their advocate before the 
governors and the EDs. 

The second thing the president is sure 
to notice about his new domain is that 
there is an awful lot of it. The Bank has 
neatly 7,000 employees, 80% in the 
Washington DC headquarters and the rest 
scattered around the globe in the Bank's 







































America and most of black Afri 
Changing perceptions of the proble 

especially acceptance of the notion. tha 
the debtors must steer their way out o 
trouble by adopting sensible medium 
term policies—~have brought the Worl 
Bank to the centre of the stage. 


The new challenge 


The “debt crisis” is clearly no longer, if i 
ever was, a short-term liquidity crunch 
cannot simply be solved by means o 
stabilisation programmes over two 
three years, the IMF's stock in tra 
Another institution, one with exper 
and clout in development policy, mus 
begin to take up the running. E 

This survey asks whether the Bank cai 
meet its new challenge. What, exact 
should its role be? Does it have thi 
financial resources and the staff it М, 
need? How will its new priorities aff. 
borrowers such as India and China, coun 
tries with massive populations, deep pov 
erty and no great burden of foreign det 
They are the Bank's traditional clients: 
far as the Baker initiative is concerned 
they might not exist. i 

The next few years will be a period o! 
transition for the Bank as important. 
any it has seen before. The new preside 
could not have asked for a better opp 
tunity to make his mark. 


resident missions. That makes its payroll 
roughly four times bigger than that of 
neighbour across 19th Street, the IMF 
The Bank's head office is divided, ge 
graphically, between a bewildering var 
ety of Washington's office buildings, an 
functionally, into four main branche: 
finance, operations, economics and legal 
services. The International Finance Co: 
poration (IFC) is a fifth quasi-branch. © 
The functional split within the Ban 
which is most familiar to outsiders is th 
between the International Bank for Re 
construction and Development (IBR 
and the International Development Ass 
ciation (IDA). Though legally distinct, i 
practice these are not separate bodi 
within the Bank, but labels that the Bank 
uses to distinguish between two quit 
different kinds of financial operation. 
The IBRD borrows on commercial term 
from the international capital marke 
and lends the money to developing coun 
tries, at an interest rate which gives it 
small margin over its cost of funds t 
cover administrative expenses. IDA, often 
called the Bank's “soft-loan window” 
raises its money through "subscriptions" 








(grants. in effect) which come ` с niostly 
from the rich industrial countries. This 
oney is lent out to the poorest countries 
only those with average incomes of less 
than $791, at 1983 prices, are eligible), to 
be paid back over 50 years at an annual 
interest rate (demurely called a “service 
charge") of 0.75%. Both kinds of lending 
have been rising in recent years (see table 
I) but, measured by the volume of cash 
dispensed, the IBRD has always been 
much the senior partner. 

The picture of the Bank as just another 
aid agency dishing out money with little 
thought for the consequences is, on these 
grounds alone, mistaken. Most of the 
Bank's operations are commercially via- 
ble. Those that are not are explicitly 
grouped together in IDA. Moreover, the 
Bank's: management and staff work si- 
multaneously on IBRD and IDA loans: the 
same. project-appraisal criteria apply to 
both kinds of money. IDA loans cannot be 
used to provide electricity to a region at 
less than the commercially warranted 










































oft loan" label is a misnomer; it was 
never the idea that IDA should provide 
money for "soft" projects. 

Originally, the principle behind IDA 
as simply to let the Bank channel money 
the poorest countries without jeopar- 
sing the creditworthiness of the rest of 
its loan portfolio. The poorest countries, 
according to this view, could not meet a 
dgorous test of creditworthiness even 
though the particular project that the 
money was to finance might make good 
commercial sense. 

Бог countries such as India, which 
receive loans from both the IBRD and IDA, 
the. time-honoured distinction between 
the two kinds of money is blurring. It is, 
by degrees, less about the recipient's 
credit standing, and more about the 
amount of credit subsidy (“сопсеѕѕіопа- 
lity" in the jargon) that the Bank wishes, 
ог is able, to provide. But for the poorest 


rice, for example. To this extent, the. 








Table I: The record veri 




















Fiscal yi t 
UN 4978 1979 1980. 1981. 1982 1983 1984 1985 1986 
IBRD 
$ millions 
Loans approved* 5,759 6,098 6,989 7,644 8,809 10,330 11, 138 H, 947 11,356 13,179 
Disbursementst 2.636 2,787 3,602 4.363 5,063 6, 36 6,817 8580 8,645 8,263 
Net borrowings i 3, 258 2,171 3, 235 2382 2347 5,692 7,349 7.175 7.138 5,758 
umber. 
Operations approved 161 137 142 144 140 150 136 129 131 131 
Borrowing countries 54 46 44 50 43 43 43 44 41 
Member countries 199 132 134 135 139 142 144 146 148. 150 
IDA | 
$ millions 
Credit amounts 1,308 2,313 3,022 3,838 3,482 2,686 3,341 3,575 3,028 3,140 
Disbursements н 1 1,062. 1,222 1,411 1,878 2,067 2,596 2,524 2,491 3,155 
umber. 
Operations approvedt 67 99 105 103 106 97 107 106 105 97 
Borrowing countries 36 42 43 40 40 42 44 43 45 37 
Member countries 117 120 121 121 125 130 131 131 133 134 





* Excludes loans to IFC of $70 million in FY1976, $20 million in FY1977, $100 million in FY1981, $390 million in FY1982, $145 million in 


FY1983, $100 million in FY1984, and $400 million in FY1985. includes amounts in FY1976 and FY1977 lent on 


jat tm 1 Excludes 


disbursements on loans to IFC: $ Joint IBRD/IDA operations are counted only once as IBRD operations. Source: World Bani 


(and least creditworthy) countries of Af- 
rica, IDA remains a principal source of 
outside finance. 


A two-sided Bank 


The new president, like most of his staff, 
will be much more interested in the way 
the Bank—the IBRD and IDA together— 
organises itself as a bureaucracy. Chart 1 
on the following page summarises the 
structure, and shows how some of the 
leading figures in the top layer of manage- 
ment fit into it. 

The core of the Bank is split between 
the finance complex and the operations 
complex. The first raises the money, the 
second decides what to do with it. (Chart 
2 shows which countries have lent the 
Bank its money—the finance half of the 
picture—and which have borrowed it— 
the operations half.) Each of these arms 
of the Bank is headed by a senior vice- 
president reporting directly to the presi- 
dent: Mr Moeen Qureshi from Pakistan is 
in charge of finance and Mr Ernie Stern 
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from the United States is in charge of 
operations. With the exception, arguably, 
of Mr Conable, these are the most power- 
ful people in the Bank. 

To an outsider at least, their respective 
outfits have their own distinct corporate 
cultures, different sorts of staff and— 
though they are not alone in conducting 
lively debates within the Bank—different 
ideas about what the Bank is up to and 
where it should be heading. Later sec- 
tions of this survey will look more closely 
at various aspects of their work. Here is 
an overview. 


Money managers 


The financial side of the Bank is relatively 
uncontroversial. This is because there are 
objective ways to measure its perfor- 
mance—for example, how much it has to 
pay for what it borrows and how much 
money it makes by investing the Bank's 
pool of liquid assets. By these and other 
measures it has been successful, embar- 
rassingly so at times. 

Judged purely as a money manager, the 
Bank, the world's biggest non-sovereign 
borrower, beats the pants off most of 
WallStreet. The income it generates from 
short-term asset management is making a 
useful contribution to the total available 
for disbursement to developing-country 
borrowers. A different part of the finance 
complex runs the Bank’s staff pension 
fund—a far smaller enterprise, of course, 
and in this case the rewards of success 
accrue to staff members, not to the devel- 
oping countries; but here too the record is 
good. enough to put most privately run 
funds to shame. 

All this means that the financial side of 
the Bank holds its head up high. It 
tolerates no nonsense about cosseted bu- 
reaucrats. Many of its tasks are just the 
same as those реше by free-market 
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“All these Shares having been sole d ВЕ announcement appears as a mattero et record only 
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800,000 Shares of Common Stock 


(FP 100 par value) 


FF 1300 per Share 





The above Shares were underwmitten by the following group of International Underwriters 


Crédit Commercial de France 


Deutsche Bank Aktiengesellschaft - Kleinwort Benson Limited 
Kredietbank International Group - Merrill Lynch Capital Markets 
The Nikko Securities Co., (Europe) Ltd. . Swiss Bank Corporation International Limited 


France 
Crédit Commercial de France 
Banque Indosuez « Banque Nationale de Paris . Banque de Меште, Schlumberger, Mallet.» Crédit Agricole 
Crédit Industriel et Commercial de Paris « Créditlyonnais + Lazard FreresetCie » Société Générale 
Belgium 
Kredietbank Intemational Group 
Generale Bank 


Federal Republic of Germany 
Deutsche Bank Aktiengesellschaft 
Bayerische Vereinsbank Aktiengesellschaft « Berliner Handels- und Frankfurter Bank « Dresdner Bank Aktiengeselischatt 
Merck, Finck &Co. + 501 Oppenheim jr.& Cie. e Westdeutsche Landesbank Girozentrale 

Japan 
The Nikko Securities Co., (Europe) Ltd. 


Switzerland 
Swiss Bank Corporation International Limited 
Swiss Volksbank 
Bordier& Cie. « Compagnie de Banque et d'Investissement, CBI 
HandelsBank NW. e Union Bank of Switzerland (Securities) Limited 


United Kingdom 
Kleinwort Benson pe 
Cazenove & Со. « Kieinwort Grieveson and Co. Laurence, Prust & Co. Ltd. 


Other Countries 
Merrill Lynch Capital Markets | | 
Algemene Bank Nederland NV. • Arab Banking Corporation (В.5.С.) 
Enskilda Securities Skandinaviska Enskilda Limited + Genossenschattliche Zentralbank AG Vienna 
























































STATE OF KUWAIT - 
HOME LAND OF BKME 


Traditional 
Virtues 


-Modern 
Methods 



















combined to serve you better 





For further information and specific queries, > 
г. please write to Mr. Saoud Al-Abhool, head of International Division. 
at our Head Office in Kuwait: 


Darwza Abdulrazzak, JBC Complex, Р.О. Box 71. 13001 Salat; Kuwait. 
Tel: 2462924/5 (Direct), Tix: 22045 BANKUWAIT KT. 


ү itt dat Vc ss cus eA Le, 
8|. THE BANK OF KUWAIT & THE MIDDLE EAST KSC. 


. Always at your service, personally. 























. THE PORTUGUESE ECONOMY: 
The challenges ahead 


The recent economie recovery and the improvement of the external accounts set out the conditions to the 
‘successful integration of Portugal into the European Economic Community (EEC). A full member of the EEC since 
last January, Portugal now faces dramatie challenges of development and modernisation. 


The balance of payments improved remarkably following the stabilisation programme started in 1983. The 
current, account, which had recorded a 3.2 billion dollar deficit in 1982, registered a 0.4 billion dollar surplus last 
year. In 1986 through May, the current account surplus amounted to 0.2 billion dollars. The recent evolution of the 
current account reflects significant improvements in the terms of trade brought about by the depreciation of the 

¿dollar and the fall in oil prices. A mix of productivity gains, moderate evolution of domestic costs, and exchange- 


_ rate policy (crawling-peg devaluation of the Escudo) spurred the international competitiveness of Portuguese: 





__ exports. The reduction in oil imports mainly due to the increase in domestic hydro-electric output maintained the 
- growth rate of total imports below the real GDP rate, which grew by 3.3 per cent in 1985 and is expected go grow 
by about 4 per cent in 1986. 


The inflation rate decreased significantly due to external and internal factors, namely the fall in oil prices and ` 
foodstuffs, the depreciation of the dollar, and the stabilisation policy mentioned above. The consumer price index 
declined from 29.3 per cent in 1984 to 19.3 per cent in 1985 and 12.1 per cent in the first seven months of 1986. 
The policy objective of a 12 per cent inflation rate is thus a realistic target. 


_ The improvement in the current account and the increase in reserves made possible a better management of 
_ the external debt aimed at its reduction and restructuring. The second half of 1985 already saw the reduction of 
` the debt, with amortisations of outstanding loans exceeding new loans. The debt has continued to decrease in 
1986. The depreciation of the dollar, however, increased the amount of the debt measured in dollar terms, due to 
the rise in the dollar value of outstanding loans denominated in other currencies. A significant amount of short- 
term debt has been restructured into medium and long term debt at lower interest rates. 


In what regards the financial system, new measures have recently been taken in order to demonetise the 
financing of the budget deficit, partially deregulate interest rates, implement more indirect methods of monetary 
control, and increase competition. Treasury Bills for public subscription were issued for the first time in August 
1985 and have been expanded since then, the offer of public and private bonds has been increased, new types of 
bank deposits were authorised, tax incentives were created to stimulate corporations to sell equity to the public 
and to apply for listing on the Lisbon Stock Exchange. Furthermore, since 1984 new private banks (six foreign and 
four Portuguese) have been authorised as well as other non-bank financial institutions. 


The forecasts for 1986 point to continued output growth, recovery of domestic demand, substantial gains in the 
terms of trade leading to a large current account surplus, and improved confidence level of the business 
community towards the economy. Domestic interest rates have been falling (a drop of 8.5 points since November 
1985 through last June) following the reduction of the inflation rate. Private investment is likely to expand 
induced by the fall in interest rates. Private consumption is also expected to grow due to the increase in real 
wages and government transfers as well as some tax cuts. Expenditures on public works will increase substantially 
throughout the year. P ou 


The challenges of development and modernisation faced by the Portuguese economy make foreign investment 
all the more welcome. On the other hand, a stable social environment, availability of skilled labour, low domestic 
costs, favourable tax laws, full EEC membership—all these factors provide for a wealth of new investment 
opportunities in Portugal. 


August 29, 1986 
Banco de Portugal 


Rua do Comércio, 148 
1100 Lisboa, Portugal 












‘Make Daiwa 


"the Keystone of 


_ Your Business. 


To succeed in today's business world, it's important 
to begin with a sound financial base. 

And that's where Daiwa Bank can help. 

We're the only city bank in Japan to cornbine 
banking and trust businesses. Which means we can 
offer you a fully integrated range of services. General 
Banking. International Financing. Real Estate. Trust. 
And Pension Trust — where our share is No. 1 in 

< Japan. 

What's more, we're never very far when needed. 
Throughout Japan we're doing business out of more 
than 180 offices, with headquarters in Osaka and full 
activities in Tokyo. Internationally you'll find our 
branches and representative offices in key cities 
throughout the world. 

‘So if you're interested in building business, come to 
Daiwa Bank. ` 
It's a solid place to start. 





лашу integrated banking service 


DAIWA BANK 


Head Office: 21, Bingomachi 2-chome, Higashi-ku, Osaka 541, Japan 
International Banking Headquarters (Tokyo Office): 1-1, Otemachi 
2-chome, Chiyoda-ku. Tokyo 100, Japan 

Overseas Branches & Agency: London, New York. Los Angeles, Frankfurt, 
Singapore & Hong Kong 

Overseas Representative Offices: Sydney, Sao Paulo, Houston, Paris, 
Panama, Bahrain. Mexica, Vancouver, Jakarta, Seoul, Beijing, Chicago, Kuala 
Lumpur, Zurich-£ Shanghai ў : 
Subsidiaries: Daiwa Bank Trust Company, New York; Daiwa Finance Ltd.’ 
Zurich’: Daiwa Overseas Finance Ltd.. Hong Kong; Daiwa Bank (Capital 
Management) Lidi, London; Daiwa Finance Australia Ltd), Sydney 
Affiliates: Р.Т. Bank Perdania, Jakarta; Р.Т. Daiwa Lippo. Leasing Corp. 
Jakarta i 




















Sumitomo Bank, 


The Key 


To Your Success. 


The relaxation of regulatory measures 
in the world's financial markets is reshaping 
the structure of the financial services 
industry, which, in turn, is further 
diversifying the already sophisticated needs 
of our customers. Always sensitive to 
these needs, Sumitomo Bank responds by 
offering the right service at the right time. 
. How do we do it? Flexibility and 
innovation — key factors in our continuing 
success. And in yours as well. 


& SUMITOMO BANK 


3-2, Marunouchi I-chome, Chiyoda-ku, Tokyo 100, Japan. 


International Network *London *Birmiggham «Düsseldorf *Frankfurt «Brussels «Madrid «Barcelona 
«Milan «Vienna «Paris «Zürich eZug «Lugano »Stóckholm *Tehran Cairo- eBahtain «New York 
à сб Eos Angeles sChicago Scare *Houston жАНама «Honolulu *Panama Cayman 
ronio *Sao Paulo «Rio de Janeiro *Buenos Air 
Singapore *Seoul «Jakarta “Bangkok «Beijing «Guangzhou *Shanghal *Dalian 
dney + Melbourne 





Caracas «Hong Kong *Kowloon (H.K.) 
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BOARD OF GOVERNORS 


The full Board has one Governor from each of the Bank's 
150 member countries. The chart shows that their voting 
power is linked to the capital subscriptions that their 
countries have provided 


мю шл 


EXECUTIVE DIRECTORS 


The full board has delegated most of its decision-making 
to a much smaller executive board. This comprises an 
appointed representative from each of the five biggest 
industrial-country members, and 16 more elected 
members who represent several countries, as well as their 
own, Here is the current line-up. 


Edgar Gutiérrez-Castro 
Kenneth Coates 
Leonor Filardo de Gonzalez 
Xu Naiong 
CR Krishnaswamy Rao Sahib 
үр nent 

Ronald Dean 


ECONOMICS. & RESEARCH 


Once a critic of the Bank from 
the outside, Mrs Krueger 
says much the same from the 
inside. Her department does 
research and forecasting for 
the rest of the Bank. It also 
produces the annual World 
Development Report 


GENERAL COUNSEL 
The Bank's lawyers report 10 
Mr Shihata. He is the official 
who deserves almost all of 
the credit for bringing the 
o K Bank's old idea of a multilat- 
eral investment guarantee 
agency back to lile, by de- 


= signing a workable scheme 


Sir William Ryrie is a vice- 
president of the Bank as well 
as the boss of the IFC. His 
task is 10 promole private 
sector ventures in the poor 
countries, through co-financ- 
ing and by encouraging the 
use of non-debt forms of 
finance. 


Who's who and what's 
what in the Bank 


Mr Stern is the filter through 
which the advice of the oper- 
alions complex reaches the 
president and the executive 
board. That makes him the 
most important person in the 
Bank, bar the president. Cri- 
tics blame him for what they 
see as the Bank's slow-mov- 
ing orthodoxy. 


PRESIDENT: 
BARBER CONABLE 


FINANCE 


Mr Qureshi has two big re- 
Sponsibilities. He is in overall 


control of the Bank's formida- 


ble finance complex though 
he delegates week-lo-week 
financial management lo the 
Treasurer. He has also been 
the Bank's top official in the 
talks over IDA’s nex 
replenishment. 


WORLD BANK SURVEY 15 


REGIONAL VICE - PRESIDENTS 


Willi Wapenhans с Мей Thalwitr 
Europe. Middle East & North Africa ‘Western Africa. 


Edward Jaycox 


Eastern & Southern Africa Latin America & Pacific 


P 


Attila Karaosmanoglu. Hopper 
East Ама 5 Pacific South Азға 


The six regional VPs are, for their respective parts of the 
world, the sharp end of the Bank as a project and policy- 
based lender. Each VP has a small secretariat which aims 
to provide an overview of the region; typically, this 
means a chief economist, a Programme co-ordinator, plus 
one of two other advisers. The rest of their staff are 
assigned either to one or more country departments, or to 
а project department which has divisions Rg smug be 
agriculture, water, power, transport etc. (Our 
excludes, for lack of space, several other VPs in the 
operations complex. They include Mr Shahid Husain, in 
charge of the operations policy staff, which gives advice 
on a range ot development issues; Mr Timothy Thahane, 
the Bank's Secretary; and Mr Jose Botafogo, in charge of 
external relations. ) 


TREASURER A 

Mr Rotberg heads the Bank's 
financial-markets team. The 
leam's Success has lately 
made him one of the Bank's 
most public figures. He is 
often to be found telling con- 
ferences of commercial 
bankers where they went 
wrong, 


PLANNING & BUDGETING 

Mr Wood is in charge of the 
Bank's long-range financial 
planning; that involves. him in 
talks about funds for IDA, 
and about the IBRD's next 
general capital increase. Col- 
leagues call him "the strate- 
gic thinker of the Bank" 
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The old-fashioned project loan still works 


dealers in London and New York; the 
Bank does them as well or better, and 
makes no secret of it. 

One revealing aspect of this self-confi- 
dence is that the people in the finance 
section do not feel overpaid. Their tax- 
free salaries are pretty generous by Wash- 
ington standards (and very generous by 
the standards of Mexico City, Nairobi or 
Delhi) but look thin by comparison with 
what their counterparts in New York or 
the City of London are making. When 
Wall Street firms come poaching, as they 
frequently do, it seems to take a salary 
differential of at least 100% to tempt a 
World Banker to leave. Some of the most 
senior finance staff could raise their gross 
pay tenfold if they succumbed to the 
blandishments. Most stay because they 
like the atmosphere at the Bank, because 
they enjoy the notion of public service 
and, as one of them put it, because they 
find their colleagues more likeable than 
those terribly shallow types on Wall 
Street. 


A conscientious lender 


The operations complex is less self-confi- 
dent. That should come as no surprise. Its 
task is far bigger and intrinsically more 
difficult; and its results are next-to-impos- 
sible to judge by any objective criteria. 
This last point, however, has done noth- 
ing to deflect the critics. 

Since the Bank was created in 1945, 
and as of June 1986, the IBRD and IDA 
together have made loan commitments of 


roughly $165 billion. Of this, a little over 
$20 billion has been disbursed and repaid, 
another $87 billion has been disbursed 
and remains outstanding, and $58 billion 
has been committed but not yet dis- 
bursed. The operations side of the Bank 
oversees every aspect of the lending pro- 
cess, starting with the idea for, and the 
initial design of, a spending proposal, 
through the delivery of the cash, and 
eventually on to a post mortem to deter- 
mine whether what was done worked out 
well or ill. 

In recent years the Bank has been 
doing more “policy-based” lending than 
before; these are loans tied to changes in 
economic policy in the borrowing coun- 
try, either at the macroeconomic level 
(for example, changes in broad fiscal 
policy) or, more often, at the level of 
what the Bank calls an economic “sector” 
(for example changes in taxes on farm 
produce). Policy-based lending account- 
ed for roughly half of the Bank's new loan 
commitments in 1985. Traditionally, 
however, the Bank has lent for specific 
projects. Around 90% of the commit- 
ments it has made since 1945 are of that 
kind. What is more important, the Bank 
was designed, and has evolved, as an 
institution tailored to project-based lend- 
ing. This fact goes far to explain its 
successes and its failures alike. 

The operations departments put every 
project loan through an exhaustive and 
exhausting “project cycle". The process 
falls into three broad phases. 





€ Identification and preparation. The 
Bank's regional and country economists 
continuously review what they regard as 
the main economic and sectoral needs of 
each of their would-be borrowers. This 
collective wisdom is enshrined in periodic 
country economic reports, more com- 
monly known as "grey covers"; in the 
flood of paperwork that courses to and 
fro in the Bank, these chunky volumes 
are among the most influential. 

Drawing on these appraisals, and after 
consultations with borrowing govern- 
ments, private businesses and other inter- 
ested parties, the Bank identifies likely 
projects and incorporates them into a 
medium-term lending programme. Once 
written up, this becomes another signifi- 
cent document, the country programme 
paper—much harder, by the way, for 
outsiders to get hold of than a grey cover. 
Engineers and other technical specialists 
take the process forward with detailed 
project-design work, again in co-opera- 
tion with the borrowing country. 
€ Appraisal and negotiation. Before a 
loan goes to the executive board, mem- 
bers of the operations staff conduct a 
private review of the project. They take 
responsibility for the design and engi- 
neering work. They satisfy themselves 
that there is not a cheaper way to meet 
the same economic objectives. Once they 
are happy, the Bank negotiates with the 
borrower, and settles any disagreements 
over how its money will be used. That 
done, the president takes a summary 
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To handle your business 
with banking capability 
and skill. 











Public Credit Institution 


LONDON: 1 MOORGATE-LONDON EC2R 6JH 
NEW YORK: 277 PARK AVENUE, N.Y. 10172 


` CORRESPONDENTS THROUGHOUT THE WORLD 












NBK.Aleader amongst 
Arab banks. Worldwide. 


The image of a camel ‘computerised’ aptly expresses the blend of 
traditional values with advanced technology that characterises the 
National Bank of Kuwait. 


For overa quarter ofa century NBK has sought to bring east and 
west closer, and to strengthen economic links between countries of the 
Gulfand the rest of the world. Our prestige throughout the Middle East 
and our size - total footings of over USSII billion - makes us one of the 
region's most influential financial institutions. 
Commercial, investment and private banking. Trade and project 
financing. Foreign exchange and treasury. These are the core activities of 
our growing range of services. 
Historically most of NBK 5 business has been in the Arab world. 
However, since 1980, we have become increasingly active in the world's 
important financial centres where our branch offices provide МВК 5 overseas 
corporate clients with direct access to the important Middle East markets. 
Whatever your needs in the Arab business world your first call should be on 
МВК the bank whose corporate symbol is the camel, associated in Arab tradition 
with strength. endurance and wealth. 
Kuwait - Head Office Tel: 2463334 
London Tel: 01-920 0262 London - Licensed Deposit Taker 
New York Tel: (212) 303-9800 · Singapore Tel: 2225348 


The National Bank of Kuwait sak 


"U Kuwait London New York ~ Singapore >  Caymanislands > Geneva - Paris - Bahrain 
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version of. the staff's appraisal to the 
executive board for approval. By this 
time, typically, 18 months has passed 
since the project was first mooted. 

€ Supervision, procurement and dis- 
bursement. As a rule, the Bank disburses 
its project loans over a period of between 
five and ten years; it does not simply hand 
over the cash in one lump sum, as a 
commercial bank would, and then say get 
on with it. It continues to monitor—-and if 
necessary to badger—the borrower 
throughout. Members of its staff visit 
project sites, advise on any snags that 
may be occurring and keep an eye on the 
money as it is spent. The Bank checks the 
suitability of the goods and services pro- 
cured; it supervises the bidding proce- 
dures under which these transactions take 
place. Cash is paid out from a project- 
loan account only against documents that 
verify expenses which are allowed under 
the terms of the agreement, or when the 
Bank itself pays a supplier directly. 

The operations work is nothing if not 
conscientious. The question is whether all 
the effort—and remember this process 
consumes much the biggest part of the 
Bank’s resources—is beside the point. 
There are both bad and good reasons for 
thinking it might be. 


What the critics say 


Of the various non-crazy objections that 
development academics make against the 
Bank’s project-cycle approach, the least 
convincing goes by the label of “fungible 
funds". In its simplest form, this says that 
the Bank is kidding itself if it thinks it is 
financing the project it has so carefully 
appraised. According to this view, the 
borrowing country chose a particular pro- 
ject to offer to the Bank for review 
because it knew it was a good one, the 
sort of thing the Bank goes for and likely 
therefore to win the cash the country 
wants. But precisely because that project 
was so good, the borrower would have 
gone ahead with it anyway. Not even the 
poorest of the Bank’s borrowers depends 
entirely on the Bank for finance; so the 
best. projects will be adopted With or 
without the Bank. 

Once the Bank grants a мона loan, 
however, it releases some of the country's 
existing resources to pay for a different 
project altogether. So, the argument 
runs, what the Bank is in effect paying for 
is the marginal project—the bad idea 
some way down the borrower's list, the 
one that would not be implemented if the 
country did not get its hoped-for injection 
of cash from the Bank, the one that the 
operations staff never thought of even in 
their worst nightmares about how to 
waste money. 

At first sight this critique looks like 
вера economics. (Just get that word 
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“marginal” into any piece of analysis and 
most academic economists will sit up and 
beg.) What is implausible about it is the 
assumption that the Bank-financed pro- 
ject would have happened anyway. 

Members of. the operations staff are 
instrumental in the early project-design 
stage and then throughout the disburse- 
ment process. The fact they have money 
to lend gives them great leverage in 
Shaping the project according to their 
judgment of what makes economic sense. 
In most cases the project could never 
have happened, or at any rate not in the 
same way, without the Bank's collabora- 
tion. It might often be true that the 
Bank's infusion of foreign exchange, 
however carefully monitored, makes 
room in the borrower's budget for a bad 
project. somewhere else. But that does 
not refute the Bank's raison d'étre—the 
claim that it is sponsoring commercially 
viable projects that would not otherwise 
happen. 

A better objection to project-based 
lending runs as follows: the project is too 
narrow a perspective. Good projects 
count for little against a background of 
bad economic policy. Even more worry- 
ing is the suspicion that the project loans 
the Bank provides may be helping to keep 
bad economic policies in place. Suppose a 
government deliberately maintains an 
overvalued exchange rate—perhaps to 


Three types of loan 


To understand the sometimes blurry dis- 
tinction between the three kinds of lend- 
ing, take specific examples. Last year, 
one of the Bank's new project loans went 
to help India improve its electricity sup- 
ply. The Bank lent $250m to be spent on 
transmission linkages between power 
stations at Singrauli-Rihand and the 
main centres of consumption in the 
north, and on other high-voltage tech- 
nology. The cash will be released for 
specific purchases of equipment and for 
other costs directly incurred in imple- 
menting the project. The result will be 
that less of India's power-generating ca- 
pacity will go to waste. 

In 1985, the Bank lent $178m to Paki- 
stan, also to encourage more efficiency 
in energy, but in this case the money was 
in the form of a sector adjustment loan. 
The money will pay for a set of specific 
projects, but goes beyond that. The 
Bank will use some of the loan to help 
Pakistan's government meet the costs of 
changing some of its energy-manage- 
ment policies. The government has 
promised, among other things, (a) to 
introduce a new gas-pricing formula that 
will encourage the private sector to take 
part in exploration and development; (b) 
to. alter the pattern of its electricity 
prices, so that they reflect the costs of 

















































hango onto its ts political support S Bee 
the price of imported consumer good: 
low. An overvalued exchange rate m 
cause, in turn, a flight of capital abroad, 
in anticipation of a devaluation. In such a 































case, the Bank could find that it is ina 
vertently bailing out an incompetent go 
ernment—replacing with project loa 
the capital that is draining away. 


A change in style 
The point stands up, but the commonly 
drawn inference that the Bank is blind to 
it does not. Since 1980, the Bank has 
begun to make structural adjustment 
loans. These are intended to cover a 
balance-of-payments shortfall caused by 
structural economic shock that cannot be 
quickly reversed (eg, a collapse in com- 
modity prices). The money is tied to 
policies designed to bring the count 
back to a sustainable balance-of-pay- 
ments position. The Bank also grants 
sector adjustment loans. Here the fram 
of reference is a broad economic catego- 
ry—agriculture, say. The Bank might 
provide such a loan to allow a govern 
ment to meet the foreign-exchange costs 
of reducing an import tariff. And various 
sorts of macroeconomic-policy strings с: 
be attached to good old-fashioned project 
loans. (The box gives an example of each 
kind of loan.) 

The operations complex faces incre 








production; (c) to set up an energy- 
conservation centre, which will carry out: 
energy audits in the public and private 
sectors; and (d) to use imported coal for 
electricity generation in the Karachi 
area. These explicit, sector-wide, policy- 
changes are the distinctive feature of 
sector adjustment loans. 

Structural adjustment loans have the 
widest scope of all. For example, the 
Bank lent $80m to Costa Rica in support. 
of the government's economic recovery 
programme. The aim of this plan is to 
promote faster growth, especially 
through the expansion of exports in 
markets outside Central America. Like 
the sector loan to Pakistan, the cash for 
Costa Rica is tied to economic-policy 
changes, but this time the changes are at. 
the macro-level, rather than at the level 
of a single sector, such as energy. The 
conditions attached to structural adjust- 
ment loans cover matters such as tariffs 
and other forms of protection, exchange- 
rate management, the government's 
budget and monetary policies and the 
scale of public-sector involvement in the 
economy. The cash is not disbursed 
against specific purchases, but can be 
used to buy any imports except those on. 
a prohibited list (which includes, for 
example, luxury consumer goods). 
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. ing pressure from outside the Bank to 
shift the style and substance of its lending 
. further in the policy-based direction. In 
. one way, the operations staff welcomes 
. . this as an opportunity for their bit of the 
.. Bank to assert itself. They saw the Baker 
= initiative in the same light. It implicitly 
. calls for more policy-based lending, but at 
. the same time it asks the Bank to play a 
bigger role in the debt saga (which, in 
. turn, implies a greater willingness on the 
part of the American Treasury to give the 
. Bank the support it needs). 

In other ways, the newly fashionable 
talk about policy-based lending worries 


the Bank's staff. First of all it suggests 
|. they have been getting things wrong up to 
= pow, something they are reluctant to 


_ admit. Second, because it ties in so close- 
ly with the renewed urgency over debt, it 


ay 


leaves out of account the Bank's biggest 
borrowers—India and China—which are 
not on Mr Baker's list of debtors. On top 
of that, policy-based lending does not suit 
the specialist skills of the operations staff. 
It is not what they are used to and it is not 
what their side of the Bank is structured 
to deliver. 

Most of all, though, it points the Bank 
towards a threateningly political arena. 
Many World Bankers would regard it as a 
high price to pay if, in following the IMF 
into the debate over developing-country 
macroeconomic policy, they lost what 
they regard as their special strength: close 
and friendly ties with third-world govern- 
ments. If the Bank's dialogue with its 
borrowers breaks down, the drive to- 
wards policy-based lending will prove 
self-defeating. 





_ Add Conable and stir vigorously 


_ How much difference will the new president make? 


Mr Conable has been at his new post for 
_ just three months of his five-year term. 
_ The most important lesson he should 
— have learned by now is that the World 
Bank can get along quite happily without 
his unique contribution—whatever it 
might be. He has taken charge of a large 


= bureaucracy which has this much in com- 


. mon with any other: its permanent offi- 
. cials think that they have everything un- 
der control. The last thing they want is 


some bright outsider with lots of new 


ideas coming in and causing a fuss. The 
president is like a government minister. 


_ Unless he puts his foot down, he will be 


given a big office, a diary full of boring 
visitors, documents to sign or read out as 
. instructed, a measured amount of praise 
. and blame through judicious leaks to the 
-~ press, and no say whatever in policy. 


experience of banking and no experience 
of running a large organisation. This 
would seem to make him unusually well- 
qualified. His immediate predecessor, Mr 
Tom Clausen, went from the top job at a 
large and notably unsuccessful commer- 
cial bank (Bank of America) to the top 
job, during a notably unsuccessful period, 
at the World Bank. 

In fact, Mr Clausen has probably re- 
ceived more than his fair share of blame 
for the Bank's misfortunes during his 
term of office. He was not alone in 
underestimating the scale of the debt 
problem. His officials, and just about 
every outside commentator, made the 
same mistake. In any case the seeds of 
Latin America's debt difficulties were 
sown before he arrived from San Francis- 
co (where he had, it must be admitted, 
been busily sowing the seeds in his earlier 
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capacity as a commercial banker). Simi- 
larly, the highly centralised operations 
bureaucracy which Mr Clausen is some- 
times accused of creating was actually 
bequeathed him by his predecessor, Mr 
Robert McNamara. Still, the least that 
can be said is that having run a big 
commercial bank is no guarantee of suc- 
cess on 19th Street. 

For many, Mr McNamara was the 
model president—in spite of the failure to 
anticipate the debt problem and in spite 
of his over-rigid style of management. 
Before he came to Washington he had not 
been a banker, but, as a former senior 
executive at Ford and one-time head of 
the Pentagon, he was definitely at home 
with large organisations. 

Nobody will ever better him as a sales- 
man for the Bank. He launched a compel- 
ling moral crusade for a development 
strategy aimed specifically at alleviating 
poverty. He backed up his exhortations 
with a shift in the Bank's own lending 
priorities to favour the poorest countries 
and towards projects that would bring the 
biggest direct benefits to the poor. How 
much the latter was simply a change of 
presentation rather than of substance is 
an issue that is still debated. 

All in all, then, there is no reason for 
Mr Conable to feel intimidated either by 
his predecessors or by his lack of experi- 
ence. Remember that arguably the best 
president of the World Bank was Mr 
Eugene Black. Mr Black, in charge from 
1949 to 1962, was a great delegator. He 
was held in high regard by the people who 
worked for him. And it was he who 
established the Bank's claim to be taken 
seriously. What was his background? One 
of those shallow types—a New York bond 
salesman. 


Barbara who? 

Like all the World Bank presidents, Mr 
Conable is an American. (Managing di- 
rectors at the IMF, by a similar conven- 
tion, have always been Europeans.) If 
anything, his background is even less 
respectable than Mr Black's. A lawyer by 
training, he was 20 years a professional 
politician. A member of America’s 
House of Representatives, he was for a 
time the senior Republican on the power- 
ful Ways and Means Committee. In 1984 
he left Congress for a chair in political 
science at the University of Rochester in 
New York. His appointment—which, in 
effect, is in the gift of the White House— 
came as a surprise. This year’s succession 
followed an unusually public fight be- 
tween half a dozen of the most-mentioned 
candidates for the job; Mr Conable was 
not among them. And it seems he was not 
the administration's first choice. Mr Paul 
Volcker, chairman of the Federal Re- 
serve Board, reportedly could have had 
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Foreign markets open up new vistas. 
Let's explore them together. 


S international markets become in- 

creasingly intermeshed, entrepreneur- 
ial thinking is forced to enter new dimensions. 
Your banking partner in worldwide business 
today musthave globe-spanning information 
Sources, experience in international money 
and capital markets, expertise in all sectors 
of finance. 

DG BANK, the international arm of Ger- 
many's cooperative banking system, affords 
you a universal service range and a system- 
atically developed network of international 
contacts. Our strength in the ECU sector, for 








example, is no mere coincidence: through 
the UNICO Banking Group, we are linked 
with associated financial institutions in coun- 
tries whose currencies are of key importance 
for the ECU. 

So why don't you and we jointly analyze 
your opportunities and the best ways of capi- 
talizing on them: financing through Eurocredit, 
or swap arrangement? Funding through bond 
issue,or private placement? Investment in fixed 
interest DM securities or floating rate notes? 
Often the right solution turns outto bea hybrid 
of various instruments transnationally fused 
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into a single financial package. This too con 
firms the credentials of DG BANK, the com 
bined strengths of its UNICO partners, and 
the placing power of our system which oper. 
ates the largest banking network in all Wes 
Germany. : 

Head Office: DG BANK, Р О, Box 
100651, Am Platz der Republik, D-6000. 
Frankfurt am Main 1, Federal Republic of Ger 
many, Telephone: (69)74 47-01, Telex: 4 12 291 

Offices in: New York, Los Angeles, Rit 
de Janeiro, Hongkong, Singapore, Tokyo 
Kuala Lumpur, London, Luxembourg, Zurich. 
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the job for the asking; Mr Bill Brock, 
Secretary of the Labour Department, is 
also said to have turned it down. Most of 
the European commercial bankers who 
were asked to comment on the choice of 
Mr Conable had never heard of him: 
"Barbara who?" 

His record is that of a traditional mod- 
erate Republican, and fiscal conservative, 
with a special interest in America's do- 
mestic tax and budget policies. His clip- 
pings file of pre-1986 comments on devel- 
opment banking is somewhat thinner 
than the Manhattan telephone directory, 
but he is a long-standing supporter of free 
trade, a position which is in perfect har- 
mony with one of the Bank's favourite 
policy themes. Also useful: he knows Mr 
James Baker well. They are both veterans 
of Mr George Bush's 1980 campaign for 
the Republican party's presidential 
nomination. 


Opening views 
So far Mr Conable has been cautious in 
his public comments, arguing sensibly 
that he wants to read himself in before 
issuing any proclamations. He says he 
wants the Bank to increase the share of its 
policy-based lending, in support of medi- 
um-term adjustment programmes. This is 
hardly surprising. The idea fits well with 
the thinking behind the Baker initiative. 
Yes, he agrees, a shift of that kind might 
call for changes in the way the Bank is 
managed. But, it seems, nobody need 
panic for the moment. He reckons to 
have seen no evidence of the bureaucratic 
bloat that so many of his former col- 
leagues in Congress complain of at the 
Bank—though he suspects that some peo- 
ple there work harder than others. (Keen 
observers have spotted the same phenom- 
enon elsewhere.) 

He has also ventured onto the record 
on three other themes: 
€ Debt. When asked to comment on 
Senator Bill Bradley's plan for the debtor 
countries, Mr Conable said that genera- 
lised debt relief is not feasible. (Whereas 
the Baker initiative calls for the commer- 
cial banks and the World Bank to lend 
new money to the 15 most heavily indebt- 
ed countries, Mr Bradley has proposed a 
scheme that would cut the interest rate on 
their debts and write off 9% of the 
amount outstanding over three years.) 
Although Mr Conable argued that wide- 
ranging forgiveness of debt à la Bradley 
poses insuperable problems, he has not 
ruled it out as a possibility for special 
cases. 
€ Private-sector initiatives. Mr Conable 
is keen to give a higher priority to the 
work of the International Finance Corpo- 
ration (IFC), an affiliate of the Bank 
whose role is to promote direct (that is, 
non-debt) private-sector investment in 
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the developing countries. Bank lending 
has left the borrowing countries bearing 
too much economic risk. If interest rates 
rise, or if the borrower's currency is 
devalued against the currency in which 
the loan must be repaid, or if the project's 
returns are hit by unforeseen price 
changes, the obligation to repay a bank 
loan can be crippling. If, on the other 
hand, the foreign investor owns equity in 
the project, he accepts a share of those 
risks alongside the local investor. The 
Bank and the IFC, as discussed later, have 
other ideas for risk-sharing ways of chan- 
neling capital from North to South. 

€ Co-operation on development. Mr Con- 
able says that the Bank must co-operate 
more closely with the other multilateral 
agencies, especially the IMF, with the 
bilateral aid donors (that is, rich-country 
governments) and with the commercial 
banks. The idea is certainly not new; for 
many of its borrowers, the Bank has a 
long tradition of sponsoring meetings of 
"consultative groups" of lenders and do- 
nors. But gaps remain in the process of 
co-ordinating the separate efforts of nu- 
merous different bodies. 

When the supply of capital in question 
is entirely for project finance, lack of 
joint planning is a nuisance, but a tolera- 
ble one. As the focus shifts to policy- 
based lending, however, the development 
effort will collapse into chaos unless the 
agencies talk to each other. It will not do 
to have three or four different institutions 
all giving different advice on exchange- 
rate policy, for example—still less to 
make their assistance conditional on that 
advice being followed. 


Time will tell 

Such talk is fine. Will Mr Conable act? 
Two small, early signs suggest he at least 
intends to take charge. First, he has 
created a new post of counsellor to the 
president, and appointed to it Mr William 


Old hands: McNamara and Clausen 
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Stanton—an old Congressional colleague 
who had preceded Mr Conable to the 
Bank as a senior advisor on relations with 
Capitol Hill. Mr Stanton has assembled a 
small team of middle-level staff to act as 
the president's eyes and ears in the Bank. 
Among the many virtues of the idea is 
that it may provide an extra channel 
through which dissenting thoughts can 
reach the top without being “polished” by 
senior managers. Another innovation 
shows a similar seriousness of intent: Mr 
Conable plans to bring responsibility for 
the Bank's administrative budget into his 
own office. 

For the present, these are bright ideas 
that amount to little in themselves and 
may point nowhere. Time will tell. In the 
longer term, the easiest way to see wheth- 
er the new boss really means to stamp 
himself on the Bank in the way that Mr 
Black and Mr McNamara did will be to 
monitor the shifts he makes (or does not 
make) in the Bank's organisation—and in 
its personnel. 

This year's meetings of the Bank and 
IMF may give a clearer idea of Mr Con- 
able's immediate plans. This annual gath- 
ering of all the world's financial tribes will 
be a good opportunity to table a request 
for the next increase in the IBRD's capital 
base. Adding to the Bank's capital might 
require a contribution of new cash from 
each of the member countries. Without 
such an increase, the Bank will soon be 
bumping up against its lending ceiling. 
The trouble is that if America is to pitch 
in with extra cash, Congress will have to 
vote in favour of a budgetary appropria- 
tion. And Congress is not keen. 

This is where the Conable factor might 
first come into play. The new president is 
an old hand at wheeling and dealing on 
Capitol Hill, and he still has plenty of 
friends there. If he cannot find a little 
goodwill for the Bank—and perhaps 
some money, too—nobody can. 































e most pressing policy question that Mr 
zonable has to deal with is the one that 
has thrust the Bank into the spotlight this 
ear: how should it respond to the devel- 
g-country debt difficulties? More 
pecifically, should the Bank switch to 
new kinds of lending in the light of the 
Baker initiative? 
Mr James Baker's remarks at last year's 
annual meeting of the Bank and the IMF in 
Seoul started a great debate about the 
roblems of the heavily indebted coun- 
ies, but little else. The Bank, the IMF 
and the other multilateral institutions are 
till trying to interpret them. The com- 
mercial banks, it seems, are still trying to 
ignore them. If this year's package of debt 
relief for Mexico was the Baker initia- 
tive's first real test, it has so far failed: the 
are bones of a scheme for Mexico were 
reed in July, but as this survey went to 
press the commercial banks had still not 
igreed to provide the $6 billion in new 
loans (during 1986-87) for which they 
ve been pencilled in. 
One reason for all the foot-dragging is 
what Mr Baker said last year was 
ef, apparently impromptu, and ob- 
ure. He and his officials in the Ameri- 
can Treasury have said precious little in 
meantime to clarify it. What he said 
was never, оп апу plausible definition of 
e word, a “plan”. The journalist who 
rst dubbed it “The Baker Plan" (leading 
capitals have become obligatory) de- 
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serves an ‘unpleasant fate. Mr Baker 
merely suggested that the commercial 
banks should increase their lending to 15 
heavily-indebted countries бу а: total of 
. $20 billion over three years, and that the 
multilateral institutions, led by the World 
Bank, should chip in with a further in- 
crease of $9 billion—all provided that the 
countries were following sensible есо- 
nomic policies. 

The two figures were clearly not meant 
as binding targets. But were they intend- 
ed to be upper limits or lower limits? Did 
the American Treasury want the banks to 
lend an extra $20 billion because to lend 
any more would cause concern over the 
commercial banks' exposure? Or was $20 
billion the least that the countries would 
need from the banks to squeeze by? 
Perhaps it was simply the biggest figure 
Mr Baker thought he could ask for with- 
out causing the bankers gathered in Seoul 
to collapse into giggles. 

Another obscurity: what would be the 
role of the industrial-country govern- 
ments in all this? Mr Baker simply did not 
mention them. He talked of a tripartite 
pact between the debtors, the multilateral 
institutions and the commercial banks, 
implying that they could set things right 
by themselves. And another puzzle, the 
biggest of all: which of the 15 countries— 
Argentina, Bolivia, Brazil, Chile, Colom- 
bia, Ecuador, Ivory Coast, Mexico, Mo- 
rocco, Nigeria, Peru, the Philippines, 
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say how churlish. Mr Baker was trying 
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first years of the Reagan presidency, 
when Mr Donald Regan was treasury 
secretary, the message that went out to 
the developing countries and the multilat- 
eral institutions was that they were a 
nuisance America was willing to ignore so 
long as they did not require any budget- 
ary outlays. Mr Baker’s message was 
definitely nicer. But it left the Bank with 
a lot of thinking to do. 


Baker’s seventeen 


So far, the international financial commu- 
nity—which means rich-country finance 
ministries, central banks, the multilateral 
institutions and the commercial banks— 
have followed a case-by-case approach to 
dealing with debt. To date, this has suc- 
cessfully averted outright default. (Some 
countries, though, have come close to it. 
Peru, the most militant debtor, has said 
that it will limit its debt-service payments 
to 25% of its export earnings.) But while 
the case-by-case approach has contained 
the crisis it has done little to touch the 
underlying problem. Arguably, that just 
gets worse. 

Table II shows how the Baker countries 
(17 of them, now, thanks to two later 
additions, Costa Rica and Jamaica) have 
fared since 1980. Their outstanding debts 
at the end of 1985 were $446 billion, 
roughly half of the total owed by all 
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business in Australia. 


The Commonwealth Bank was established 
in Australia in 1912. 

The Commonwealth Bank is one of only 
a handful of banks worldwide to have achieved 
AAA credit ratings, awarded by bothStandard & 
Poors and Moodys Investment Services Inc. 

The Commonwealth Bank has a 1300 
strong network of branches around Australia. 


The Commonwealth Bank overcame vast 
distances and communication problems to be 
the first Australian bank to electronically link 
branches coast to coast. 

The Commonwealth Bank pioneered 
home banking in Australia. 

. The Commonwealth Bank offers a local 
knowledge of everything from our urban 
markets to the vast rural and highly specialised 
mining opportunities. 

The Commonwealth Bank has offices in 
New York, Los Angeles, Frankfurt, Hong Kong, 
Tokyo, Chicago, London and Singapore. 

The Commonwealth Bank employs a 
professional domestic and international staff in 
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The Commonwealth Bank has available a 
complete range of financial services. 


The Commonwealth Bank lead managed __ 


the finance for Australia’s first satellite. 

The Commonwealth Bank is the only 
Australian bank guaranteed by the Australian 
Government. 

The Commonwealth Bank is the largest 
money market operator in Australia. 

The Commonwealth Bank offers a highly 
respected global foreign exchange network. 

The Commonwealth Bank was the first 
bank to secure a seat on the Sydney futures 
exchange. 

The Commonwealth Bank handles most 
of Australia’s top 100 companies. 

The Commonwealth Bank is the leader in 
Australian banking technology. 

The Commonwealth Bank is Australia’s 
leading bank. | 
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In international trade financing Also, to know the local laws is never enough. 
itis the details that count. You have to comprehend the mentality — 
At ESBANK we thrive on detail. and the many local factors that may 
We think that's what gives us the affect the outcome of your operations. 
advantage over other banks. Because 
We operate on a worldwide basis, and мете operating in a familiar environment 
we know the proper channels to use, we can move fast on your behalf. 
the right guarantees to accept. That is exactly why 
We know how to overcome little уме аге finicky about details, 
hitches that may come up, for because we are there watching out for you. 
international trading can be full of The faster you get in touch with us, 
pitfalls, if you don't watch out. the faster we can watch out for you, too. 
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developing countries. Two of them, Bra- 
zil and Mexico, accounted for $206 bil- 
lion. Around 80% of the money is owed 
to commercial banks; the bankers' share 
of Brazilian and Mexican debt is even 
higher. 

After Mexico led the way in 1982, 
almost all of these countries fell into 
difficulty and were forced to seek debt 
reschedulings. These did not prevent a 
crunching squeeze on their inward flow of 
foreign capital. Chart 3 shows that in 1980 
long-term loan disbursements from 
abroad exceeded debt-service payments 
by $8 billion; by 1984 this measure of net 
financial transfers to the debtors had 
turned negative to the tune of $21 billion. 
That switch called for an equally drastic 
reduction in the current-account deficits 
of many of the countries; they no longer 
had the resources to finance them. Be- 
tween 1980 and 1984, the trade balance 
for the 17 countries as a group improved 
by $37.8 billion. 

In what way, then, is their debt prob- 
lem getting worse? Look at table II again. 
That big improvement in their trade bal- 
ance was achieved more by slashing im- 
ports (at an annual rate of 9.2% in 
volume terms), than by increasing ex- 
ports. Exports—and with them, the re- 
gion’s capacity to service debt—grew by 
only 1.8% a year for the period. The 
adjustment has caused a fall in investment 
of over a third in four years, to the point 
where some of the countries have seen an 
absolute contraction in their base of pro- 
ductive capital. Real Gpp fell by an aver- 
age of 0.3% a year for four years; real 
incomes have fallen much faster than 
that, making poor people poorer still and 
putting great political strain on the coun- 
tries’ governments. 

Meanwhile, the volume of debt carried 
on growing—even after the panic of 1982, 
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thanks to new-money elements in the 
rescheduling packages. As a result, the 
region’s average ratio of debt to exports 
increased from 107% in 1980 to 203% in 
1984. According to the latest estimates, 
the figure moved up another notch in 
1985. (Most economists reckon that the 
danger-point for this ratio is around 
150%). With this year’s unexpectedly 
sluggish growth in the industrial countries 
and, therefore, low demand for the devel- 
oping countries’ exports, 1986 is not likely 
to show an improvement. 

To sum up, the squeeze on capital flows 
to the most heavily indebted countries has 
so far been counterproductive: by curbing 
their debt exposure too sharply, the 
banks are causing an even sharper deteri- 
oration in the ability of the countries to 
pay. The only way out of the hole is 
economic growth. The debt problem will 
finally be solved not when the banks have 
cut and run, but when the borrower 
countries’ debt-servicing capacity starts to 
rise faster than their debts. 


Recognising the obvious 
All of which is obvious, especially to the 
World Bank. The phrase “adjustment 
with growth” has been added to the 
Bank’s list of officially-approved clichés, 
and appears relentlessly in all its commu- 
nications with the outside world. Having 
recognised the obvious, the Bank will find 
the rest of the going hard. The Bank can 
itself provide only a small part of the 
resources that the countries need. It must 
do what it can to encourage others to 
provide the rest. 

The theme of adjustment with growth 
links these tasks together. The Bank 
hopes that if it can use its own lending as a 
lever to ensure that the developing coun- 
tries (and not just the most heavily in- 
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debted ones) adopt sound economic poli- 
cies, private capital flows (and not just 
bank lending) will grow of their own 
accord. 

Before asking what this will mean for 
the Bank, what of more radical approach- 
es to the debt problem? In particular, 
what about the various schemes for gen- 
eralised forgiveness of debt that were the 
target of Mr Conable’s first frosty 
comments? 

Debt forgiveness simply means writing 
off some of the loans that the banks have 
made to the developing countries. There 
are a thousand fancy schemes, of which 
Senator Bill Bradley's is one, which de- 
scribe exactly how it might be done, 
and—the crux of the matter—who picks 
up the bill. Since the idea is to help the 
debtors, the cost of any write-down would 
have to be shared between the banks' 
shareholders and their governments. In 
America, such schemes command a lot of 
their support from people who want to 
see the banks punished—less, perhaps, 
for their role in the international debt 
drama than for their contribution to do- 
mestic troubles such as America's farm 
debt crisis. But any opportunity to hit the 
banks will do. 

Unfortunately, noble motives are not 
enough to make the idea of generalised 
write-downs a good one. True, such 
schemes would reduce or reverse the 
outflow of money from the debtors. True, 
they would fill a big gap in the Baker 
initiative by explicitly involving rich- 
country governments in the debt talks. In 
some countries, debt write-offs may even- 
tually prove unavoidable. Mexico, for 
example, may never be able to grow fast 
enough to service its huge debts. But for 
all the financial ingenuity that has gone 
into designing schemes for across-the- 
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board (as opposed to special-case) write- 


. downs, it is still hard to imagine how they 
. might work in practice. 


For example, which of the debtors 
would qualify to have their debts written 
down? The negotiations over that are 
horrible to contemplate. And how could 
debt forgiveness be used as a lever to 
encourage economic policy reform? Once 
а debt has been written down, that’s that. 
If it were written down in stages, making 
each stage conditional on sound econom- 


іс policies, the scheme's sponsor would be 
in the bizarre position of telling a debtor 


that since his policies, and hence his 

creditworthiness, had improved, a bit 

more of his debt would be written off. 
Attaching policy conditions to any ex- 


tra lending poses problems of its own. 
- Indeed, reservations about such policy 
. conditions are fully justified, for quite 


what “good policy" is supposed to mean 


- has been left all too vague. The develop- 


ing countries are asking what it is that the 
Bank will expect of them that the IMF did 
not, and what will be in it for them. 


The price of a lever 


_ The challenge for the Bank, then, is to 
make its lending both an instrument for 


economic reform and a catalyst for pri- 
vate capital flows. That will do as a 
summary of its task wherever it lends, but 
in dealing with the Baker-17 it faces some 
special problems. 

Many of the Bank's staff believe, no 


_ doubt rightly, that officials in the Bank's 
_ client countries place a lot of trust in their 
visitors from Washington—traditionally, 


the technical experts who undertake pro- 


_ ject appraisals. The same goes, it is said, 


for more senior Bank managers who 


involve themselves in top-level talks at 


_ finance ministries over exchange-rate pol- 
. icy, tariffs, quotas, taxes and similar mat- 
_ ters of broad policy. The implication is 


"e 


that the Bank would still have a certain 


. amount of policy clout even if it were not 


doling out millions of dollars, as its advice 
commands respect on its own account. 
Testing that theory might be risky, but 
unless the Bank is careful, it might well 
have to face the test. Its lending to the 


heavily indebted countries, net of interest 


and repayments, has fallen in recent 


years. Its gross disbursements went up 
— from $3.7 billion in 1983 to $4.2 billion in 


1985, but repayments of principal and 


interest rose from $2.3 billion to $3.3 


billion. So, as chart 3 on the previous 
page shows, net transfers from the Bank 
to the Baker-17 fell from $1.4 billion to 


— $0.8 billion over the period. (All years are 


calendar years.) 

In 1986, Mr Baker's initiative notwith- 
standing, the decline has apparently con- 
tinued. According to early (and unoffi- 
cial) estimates, the Bank's actual and 








эҖ 
Impatient for growth . . . 
planned disbursements have increased. 
But thanks to a rising profile of debt- 
service payments, net transfers will prob- 
ably turn out to be negative for the year. 
Unless the rate of disbursement in- 
creases, the Bank's net transfers to the 
heavily indebted countries could stay neg- 
ative for the rest of the decade. 

Of course, the Bank's trusty officials 
will still be on the job in their countries, 
for even if net transfers fall to less than 
nothing there are still some gross dis- 
bursements to be handed round. But will 
their policy advice still carry the same 
weight when they represent an organisa- 
tion that is a net drain on their clients' 
resources? 

The IMF’s loss of influence in Latin 
America suggests that the answer might 
be no. The IMF's net disbursements to 
Latin America fell from SDR6.4 billion 
($6.8 billion) in 1983 to SDR1.5 billion 
($1.5 billion) in 1985. It too expects to be 
a net recipient of resources from many 
developing countries over the next few 
years. The IMF argues, rightly, that the 
sharp contraction in its net lending to 
Latin America is consistent with its tradi- 
tional role as a short-term emergency 
lender. But that view of its role has meant 
that most of Latin America has decided to 
get along without it: of the big debtors, 
only Mexico has a current agreement with 
the IMF (and that one awaits action by the 
commercial banks before it comes into 
full effect). 

The Bank does not have the IMF's 
excuse: it is not a short-term emergency 
lender, but a long-term development 
lender. Why, then, has its net lending 
slowed down? Not because it was lending 
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at its permitted ceiling; its disbursements 
have fallen below what the Bank itself 
forecast that it would lend. According to 
its critics (including some who work for 
the Bank), it happened because the Bank 
is a large and cumbersome bureaucracy 
that is slow to react in a crisis. The Bank’s 
official line is that it happened because 
the Bank is doing its job properly, main- 
taining the quality of its loans and refus- 
ing to be stampeded into imprudent 
banking. 

The Bank cannot have it both ways. Its 
managers agree that to maintain, let 
alone increase, its policy leverage in the 
heavily indebted countries and elsewhere 
it must lend more. They would like to 
expand the Bank’s loan commitments 
from a rate of $11.5 billion in 1985 to 
around $20 billion a year for the next few 
years. That will require an increase in the 
Bank’s capital base, for which the lobby- 
ing has already begun. But what, if all has 
gone according to plan, will they do with 
the money? Unless the next year or two 
sees an explosion of (previously non- 
existent) creditworthy loan proposals, 
they will have to lend out the money less 
prudently than before. Or they will have 
to admit that those creditworthy uses for 
the money have been there all along, and 
that the Bank has indeed been slow off 
the mark. 


Pick an instrument 


The rate at which the Bank can disburse 
its loans depends not just on the level of 
its commitments, but also on the kind of 
loan agreed. Project loans are disbursed 
slowly over the course of construction. 
Disbursements of sector adjustment loans 
and structural adjustment loans, by con- 
trast, are not so closely tied to specific 
uses of foreign exchange. So, even though 
the Bank usually delivers the money in 
tranches, these policy-based loans get 
through the pipeline faster. This has led 
some observers to argue that the trend 
towards policy-based lending has less to 
do with influencing policy than with 
speeding up the flow of capital. 

That is not necessarily a criticism. More 
lending has become a priority in its own 
right; if policy-based loans can deliver the 
cash more quickly, that is a good case for 
making more use of them. But it would be 
a pity if the Bank's policy-based lending 
came to be thought of as a sort of cheat. 
To dispel that risk, if for no other reason, 
the Bank should be much clearer than it 
has been so far on what its version of 
policy conditionality will mean. 

What has it meant in practice up to 
now? Look first at chart 4 on the next 
page, which shows a breakdown of the 
Bank’s lending commitments by type of 
loan. Project lending has fallen from 60% 
of commitments in fiscal 1980 to roughly 
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50% in fiscal 1986. That decline has been 
matched by a growing share of sector 
adjustment and structural adjustment 
loans, but together these have never 
accounted for more than 20% of the 
Bank's new commitments. 

The boundary between sector and 
structural loans is blurred. Sector adjust- 
ment loans are often used to pursue the 
same broad policy objectives as structural 
adjustment loans, namely (and to quote 
the Bank): “(1) an open and competitive 
trade policy, usually by improving the 
incentives for export production, and re- 
ducing tariffs and restrictions on imports; 
(2) better mobilisation of resources 
through reform of the tax structure and 
other financial measures; (3) more effi- 
cient allocation of resources, especially in 
public-sector investment programmes, 
and the gradual removal of price controls 
and subsidies; and (4) restructuring pub- 
lic-sector entities to promote greater 
efficiency." 

The main difference between the two 
kinds of lending is that sector adjustment 
loans address an issue specific to one part 
of the economy, tackling one problem, or 
one closely-related set of problems, at a 
time. Structural adjustment loans aim to 
support economy-wide policy changes. In 
practice, the difference can all but disap- 
pear. The Bank's sector lending to Co- 
lombia, in support of trade-policy adjust- 
ment, might just as well have been 
labelled structural adjustment lending. 
For the Bank, however, it is convenient 
that its structural loans have attracted 
comment and controversy, while its sec- 
tor loans—more flexible, quantitatively 
more important and almost as wide-rang- 
ing as structural loans if the Bank so 
chooses—have been left in peace. 

The Bank can claim success for many of 
its policy-based lending programmes. Its 
loans to Colombia are a case in point. The 
country had not overborrowed to the 
same extent as many of its fellows among 
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the Baker-17, but by the beginning of the 
1980s it was nonetheless facing a balance- 
of-payments crunch. To deal with it, the 
government needed to devalue the real 
exchange rate, cut its budget deficit and 
liberalise its trade regime. In stages, it 
managed to do all three. 

The Bank provided two sector adjust- 
ment loans to finance Colombia's re- 
forms; the IMF agreed to monitor the 
economy's progress (but, at Colombia's 
request, without signing a formal stand- 
by arrangement); the commercial banks 
resumed their lending; normal credit lines 
were restored. By 1985, and before the 
most recent boom in coffee prices boost- 
ed the country's export revenues, exports 
were growing again at around 10% a year 
and real GDP was growing at 3% a year. 


Three questions 

This case, though it counts as a success for 
policy-based lending, prompts three 
questions. First, is there really a consen- 
sus on the economic-policy steps such 
countries should take when faced with 
debt or balance-of-payments problems? 
Second, what threat does policy-based 
lending pose for the political indepen- 
dence of the governments concerned? 
Third, how are the Bank and the IMF to 
co-ordinate their efforts when working 
together in this way? 

€ Policy. Without agreement on objec- 
tives, there can never be an economic 
consensus. In good times, reasonable 
men can disagree about their objectives 
on matters such as income distribution, 
state provision of services and other ques- 
tions that are as much moral questions as 
economic ones. But external-payments 
pressures have a habit of focusing minds 
sharply on a common set of objectives. If 
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a country reaches a point where it can no 
longer afford to buy essential imports, its 
options are limited: it must either borrow 
(for which it needs to be creditworthy), 
cut non-essential imports, or increase 
exports. It has no real choice about 
whether or not to adjust. 

Although a financial crisis narrows the 
range of discussion, economists are still 
far from clear on many of the technical 
issues that come next. For example, how 
fast should the adjustment be? That ques- 
tion has no general answer; it will always 
be a matter of judgment from one country 
to another country. Linked to it is the 
moral and political dilemma of which 
groups in society bear the burden of that 
adjustment; the impact will shift accord- 
ing to the speed of reform. This is a 
trickier matter for the Bank than it has 
been for the IMF. The Bank, as a develop- 
ment lender, deliberately puts itself in the 
picture for many years; the IMF is forced 
by its articles to be a short-term lender 
and can therefore claim that it has little 
choice but to demand double-quick pro- 
grammes of adjustment. 

Moreover, knee-jerk endorsements of 
the canons of free-market economic wis- 
dom—for example, the notion that trade 
liberalisation is always and everywhere a 
good thing, or that the state wrecks every 
economic process it touches—simply will 
not work. The Bank's clients know very 
well that relatively trouble-free econo- 
mies such as India and China have built 
their development from behind formida- 
ble import barriers. Some of the Asian 
miracle economies, such as South Korea, 
are subject to government intervention 
on a massive scale. 

All this calls for a touch of humility in 
the Bank's policy advice; but it does not 





















veloping-country economic policy, a 
ear-consensus has emerged, and not just 
| Washington. Almost everybody now 
grees. that developing-country budget 
ficits need to be kept small, for if they 
e. not they will lead to rapid monetary 
xpansion and inflation. (Latin America 
arned the lesson only at great cost, but 
ást seems to be putting it into prac- 
ce.) They also agree that unless govern- 
ients intervene with the utmost care they 
an create much worse economic distor- 
ions than the ones they are trying to 
ttack. 

-For instance, wage indexation may re- 
uce the harmful effects of a high-but- 
table rate of inflation, but it can also 
uild accelerating inflation into the econ- 
my by insulating wages from changes in 
he terms. of trade. Another kind of 
istortion arises from the policies in many 
eveloping countries of keeping interest 
ates artificially low (that is, lower than 
he level that would balance the supply 
nd demand for credit). Usually the idea 
o make it cheap for firms to invest. But 
because the interest rate is low, savings 
te depressed and there is not enough 
estment capital to go round. So the 
yernments have to ration the available 
cash—and only too often they favour 
elatively inefficient uses of it. 

'erhaps the most common policy mis- 
ke is when governments deliberately 
p their country's exchange rates over- 
lued. The reasoning behind such a 
Olicy, and the outcome, are similar in 
оте ways to the case of credit rationing. 
The government is trying to keep down 
ie cost of imports; the result is an 
implicit tax on exporters and a current- 
'count deficit that has to be suppressed 
ith trade barriers, foreign-exchange 
ontrols and other forms of direct inter- 
ention. If nominal exchange rates were 
ree to float, the result would be a real 
change rate that was closer to its eco- 
nomically efficient level, and more stable, 
because the nominal rate would shift to 
ffset changes in relative inflation rates. 
The Bank, in its most recent World 
evelopment Report, cites à study by 
hree of its economists on the effects of 
misalignment and instability in real ex- 
hange rates. Chart 5 summarises their 
ndings. A 1076 misalignment of the real 
xchange rate goes hand in hand with GDP 




































































ints. lower each year. The researchers 
und that instability in the real exchange 
ate had the greatest impact on net invest- 
nent: a 1096 increase in instability on 
verage meant a 4,8 percentage-point 
eduction in the ratio of investment to 
GDP. 

In its policy advice, then, the Bank 
should not—and does not—claim to 


| ply impotence. On many aspects of E 


rowth that is, on average, 0.8 percentage - 











The price of mis 































































know everything. But it should be ready 
to insist that it knows something. 
@ Sovereignty. Applying its. economic 
wisdom may sometimes put the Bank toe 
to toe with the borrower governments: an 
uncomfortable position, but, for the 
Bank, a relatively unfamiliar one. Its staff 
pride themselves on the relationship they 
have built up with the developing coun- 
tries' policy-makers. Some fear that a 
shift to policy-based lending might prove 
too intrusive, that their clients will squirm 
and stop listening and that {һе policy- 
based approach might backfire as a result. 
This is. a question more of presentation 
than of substance, but no less difficult and 
no less important for that. Policy-based 
lending demands the arts of diplomacy. 
Governments will refuse to seem to sur- 
render to the Bank. Many of them have 
already been accused of surrendering to 
the IMF, and in that quarter have already 
started to dig in their heels. They will 
have to be allowed apparently to lead the 
Bank to the policies that the Bank wanted 
them to implement in the first place. _ 
For this to be feasible the Bank must 
maintain some distance between itself 
and the American government on the 
precepts of "good policy", for if the Bank 
comes to be seen às the agent of the 
American Treasury and/or the American 
banks, its task will be impossible. Ameri- 
can officials need to see that this is a 
ticklish matter. In their own interests they 
would do well not to ask the Bank for 
ritual acts of obeisance, and to tone down 
their aggressive talk about whipping guys 
intoline. - l 
Policy-based lending inevitably m- 


fringes sovereignty; the lender is saying 


change your policies thus, or else no 
money. The challenge is to mak the 
conditionality intelligent enough and in- 


Bl 
Exchange. tate misalignment and real aoe growth Exchange yate instability and net investment 
8 j 5705 
Reai GDP j Net investment 
growth rate, % Singapore as à % of GDP | 
@5 Korea | Ф5іпдарое S | 20 
us Gree: " gPrazii 
Greece 4 Thailand аз М2, @ ота 
@ x ж 
Band, 9 Malaysia igna, Philippines 
a>. Thailand 4 | Mei "5 
| i $2 Turk Colombia gy an bia ghurkey Argentina 
| Dominican Republic are urkey Dominic 
Philippines gy @Malawi Republic Могу Coast eae һаа m 
b ivory Coast Argentina Peru ds рома 
ма ia 9 е Sudan gg 
me Suda + Uruguay 
0 Ethiopia @ 95 
gambia TE i 
@Somatia 
Real exchange rate misalignment, % 2 Real exchange rate instability, % 
8 -9 + 8 16 24 
Source: World Bank 


р enough for it to be accepted; 





the Bank’s negotiators will find their, task 
a great deal easier if the loans that go with 
the conditions are generous ones. 

€ Relations with the mmr. If the World 
Bank does take on the leadership role: 
that the Baker initiative named it for, this: 
will be as much because the IMF has 
withdrawn from contention as that the 
Bank has pressed eagerly forward. Not 
only is the IMF lending less on its own 
account, but—Mexico notwithstanding— 
it has become much less successful at 
mobilising other people's money. In 
1983, the commercia] banks committed 
themselves to lend nearly $14 billion of 
medium-term money as part of IMF-su- 
pervised agreements. In 1984, the figure 
increased to $16 billion. But in 1985, it 
dropped to $2 billion. 

The loss of leverage that resulted from 
the IMF’s dwindling significance as a 
wielder of the wallet:was reinforced by 
other trends. The debtors were getting © 
more self-confident. Peru struck out on 
its own, capping. its debt-service pay- 
ments as a fixed proportion of its export 
earnings, and getting away with it; Brazil, 
Venezuela and Colombia all went out of 
their way to avoid stand-by arrange- 
ments, even though the IMF was willing to 
be accommodating. This is the back- 
ground against which Mr Baker looked to 
the Bank to take over. 

The Bank is not going to go it alone— 
co-operation with the IMF on policy-based 
lending is already close and will (or at any 
rate should) get closer. But it is interest- 
ing to ask whether the Bank could take 
charge on its own if it wanted to. Al- 
though the IMF's power to summon up the 
billions from the commercial banks has 
dwindled, there is no evidence that the 
power of the Bank to do the same has 
increased. Throughout the. seemingly 
endless Mexican debt talks it.was the IMF, 
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J A— THEUPWARD/TRENDIN ` 
.. INTERNATIONAL/ INVESTMENT 


The first six months of 1986 proved 
extremely successful for us at the Kuwait 
International Investment Company. 
Operating profit was over 400% up on 
the same period in 1985 and performance 
across all key ratios showed a marked improve- · 
ment. And we are confident that this positive 


trend will continue. Sixmonths Six months 
to 30.06.86. 1020.06.85 
MM MÀ MÀ € 
Net profit (KD 0005) 2,987 583 





Return on shareholders equity (4)* 18.04 2.84 

Return on capital (%)* 18.73 3.66 

Return on assets (%)* 3.94 0.66 
tnet of provisions “at annual rates 


If youare considering international 
investment, contact us. We can point 
LOL DOM youin the right direction. 

it International Investment Company 


Kuwait interni i investment Со Sak, PO. Box 22792. Salat, 13088 Kuwait. Telephone: (65) 24382 73/9 Telex: 22325 INTVEST KT 
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the right time 
to invest in Portugal 


Portugal is a member of the European Common Market since January 1st, 
1986. Repatriation of profits and capital is allowed and new legislation, 
recently passed, turned foreign investment quicker and easier. 

Foreign banks have opened up branches in Lisbon and Oporto. Among 
them are Manufacturers Hanover Trust, Chase Manhattan, Citibank, 
and Banque Nationale de Paris. 

Companies have the most to benefit from Portugal's EEC membership, 
especially those possessing capital and technological expertise that wish to 
gain access to the 12 EEC countries, and those foreign-owned companies 
for which the cost of skilled and technical personnel is an asset. 
Companies such as Texas Instruments, The Wiggins Teape Group, 
Bayer, General Motors, Heinz, Control Data, Hoechst, Siemens, 
Renault, Toyota and Dow Chemical are among some 1 000 foreign firms 
that have been successful in their ventures in Portugal. 

As part of its plan to open up the Portuguese economy internationally, the 
Foreign Investment Institute, as the official interlocutor between potencial 
investors and the Government, provides interested parties with at the 
information and support they might require. 


ЄЗ Investment Institute 
E Portugal : 





not the Bank, that the commercial bank- 
ers looked to. The banks do not think 
much of the Bank. 

This could prove awkward. The Bank, 
even with a much expanded lending pro- 
gramme, can come nowhere near to sup- 
plying the debtors with the capital they 
need. It can succeed only if the commer- 
cial banks can be drawn in. The media- 
tion of the IMF is likely to prove essential. 

The Bank and the IMF need to get on 
well for another reason. Although the 
IMF's net transfers to the debtors must fall 
if Mr Jacques de Larosiére, the managing 
director of the IMF, continues to insist that 
the IMF can be no more than a short-term 
lender, the IMF will have some control 
over how rapid the fall turns out to be. If 
it is too quick, the Bank may find itself in 
the position of lending to the debtor 
countries merely so that they can meet 
their repayments to the IMF. Far simpler, 
in that case, for Mr Conable to carry bags 
of dollars across 19th Street. 

What are the prospects, then, for good 
relations between the Bank and the IMF? 
Both sides are sending out the friendliest 
of signals. Take, for instance, the issue of 
"IMF Survey", the Fund's fortnightly PR 
handout, of July 14th. It reports a speech 
by Mr de Larosiére, under the snappy 
headline “Adjustment is compatible with 
the goals of growth and meeting human 
needs". Simply delete *'is compatible", 
"the goals of", and “and meeting human 
needs” and you get, of course, "Adjust- 
ment with growth", the Bank's mantra of 
the moment. Don't laugh, this is how 
bureaucracies communicate. 

Luckily in this case they have other 
ways too. Informal contacts between mid- 
dle-level Bank and IMF officials are good; 
there is much telephoning to and fro. 
They sit in on each others' meetings from 
time to time too. Higher up, the two 
institutions have seemed a little more 
remote. Mr Conable is arranging a regu- 
lar meeting, with a prepared agenda, 
between himself and Mr de Larosiére plus 
supporting officials; surprisingly, this is 
an innovation. (Mr Clausen and Mr de 
Larosiére used to meet for lunch, but 
according to one senior Bank official 
these events were completely unproduc- 
tive.) The Bank seems more relaxed 
about its copious paperwork—the staff 
send lots of it over to their opposite 
numbers in the IMF. But they complain 
that the courtesy is not reciprocated; IMF 
papers have to be cleared at the highest 
level before they can be released to the 
Bank. The verdict on contacts is that both 
institutions could do better. 

The Bank and the IMF have occasional 
tiffs over the substance of policy, but the 
gaps are not so big that they cannot be 
bridged with a bit of teamwork. Typically 
clashes arise when a short-term measure 
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~ — 4 
I'll co-operate, says de Larosiére 

to narrow a government’s budget deficit 
(as proposed by the IMF) interferes with a 
policy aimed at medium-term growth (as 
advocated by the Bank). For example, 
the Bank might propose an increase in 
producer prices for agricultural products 
as a way of stimulating farmers to pro- 
duce more; but in countries which chan- 
nel farm output through state marketing 
boards that might mean an increase in 
government spending. Similarly, the IMF 
has sometimes objected to the idea of 
lowering import taxes because of the 
effect on the budget deficit. 
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Such differences spring from the differ- 
ent timespans within which the two bod- 
ies are used to working. The IMF’s short 
Span encourages it to take the resources 
currently available as a fixed point around 
which the economy must be brought into 
balance. The Bank’s longer view allows it 
to take available resources as a variable 
which policy decisions can influence. 
Clearly it makes no sense to say that 
either view is wrong. But what does 
matter is that the two organisations talk 
to each other first, and then tell the same 
story to their clients. 


Dealing with poverty 


The debt problem should not distract the Bank from the struggles of its 


poorest, and most numerous, clients 


Because of the Baker initiative Mr Con- 
able is being asked by many inside and 
outside the Bank to concentrate on the 
heavily indebted countries. That means, 
in effect, Latin America. The preoccupa- 
tion with the main debtors is understand- 
able. These countries are facing, compar- 
atively speaking, a sudden economic 
emergency, one that threatens to set them 
back years. The repercussions if things go 
badly wrong will spread far and wide. A 
progressive, generalised default on the 
region's debts is unlikely, but cannot be 
ruled out; if it happened, the world's 
financial and trading systems would suffer 
a horrible shock. 

None of this applies to the poorest 
countries of Africa. The continent's bas- 
ket cases face no sudden crisis, but long- 
term and apparently inexorable economic 
decline—absolute decline, note, not 
merely decline relative to the rest of the 
world. The reasons for this decline are 
hard to fathom, and answers cannot be 


glibly tabulated: the region is a bottom- 
less pit for economic theories and good 
intentions. There seems little chance of 
success for any institution that tries to 
intervene. What happens to the debt- 
ridden countries of Latin America gives 
the rest of the world the jitters. What 
happens to Africa, however morally rep- 
rehensible this sounds, does not. That, of 
course, affects the priorities of the IMF 
and the World Bank. 

The debt crisis also overshadows the 
development programmes—and prob- 
lems—of Asia. But the stark fact is that 
India and China are the Bank's biggest 
borrowers (between them accounting for 
20% of loans committed last year). They 
are in the shadows—as far as the develop- 
ment industry is concerned—for different 
reasons. Again, there is no perceived 
crisis; if anything, the opposite. India is 
the development success of the 1970s, and 
China, it appears, will be the same in the 
1980s. They are still poor in per capita 
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Fiscal years 


Performance of 78 completed World Bank projects 
“compared with estimates made at time of appraisal, 
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rms—poor enough to qualify for cash 
of IDA's depleted purse. Yet they 
ave military might, they are dominating 
‘political powers in their respective parts 
f the continent and they have their own 
clear and space technologies. What are 
hey doing in the aid queue along with 
nya, Bangladesh, Ghana, Malawi and 
e rest? 

“Nothing, however, matters more іп 
uman terms than the challenge put down 
0 the Bank by these two quite different 
ons. By African standards, the Baker- 
are wallowing in wealth. Britain’s 
verage income per person is roughly four 
s Mexico's; Mexico's is ten times that 
Malawi, 15 times that of Zaire and 20 
imes that of Ethiopia. If growth in Latin 
merica resumes at around the average 
ate of the 1960s and 1970s, countries 
uch as Chile, Mexico, Brazil, Uruguay 
d Argentina will be too rich to be 
ligible for any sort of World Bank lend- 
within a decade. If the poorest coun- 
es in Africa grow at 5% a year from 
now on (and that would mean reversing, 
not returning to, a trend established over 
wo decades) they will still be eligible for 
ank loans halfway through the next 


'Some of the Bank's critics bring together 
the question of the Bank's attitude to- 
wards the poorest countries and its record 
as a poverty lender. They say that the 
ank no longer makes tackling poverty its 
first priority, and as a result has lost its 
nse of purpose. The charge dates back 
о before the debt crisis, to two events: 
irst, the arrival of Mr Ronald Reagan in 
he White House (and hence Mr Donald 
egan in the American Treasury); and, 
.second, the departure of Mr Robert Mc- 
amara from the Bank. 

The new head of the Bank, Mr Clau- 
sen, was judged to be a Reagan/Regan 
man. Under Mr McNamara the Bank's 








*incorne levels in 1983 US$ 


banner had been “Focus on Poverty”; in 
the Clausen era it became “А Balanced 
Strategy"—in other words, “Мо Focus". 

Throughout, the Bank maintained that 
its policies were not shifting from poverty 
alleviation to other goals, and that eco- 
nomic growth, if it could be achieved, 
would benefit the poorest as well as the 
not-so-poor. Without growth, on the oth- 
er hand, it would not be possible to raise 
the real incomes of the poor by much or 
for long. 

Such propaganda meshed . perfectly 
with the “trickle-down” theories which 
were then being advanced by economists 
on the political right in America—in 
defence of big tax cuts for the rich—and 
which were bitterly derided by liberal 
academics and politicians. For the ideo- 
logically uncommitted, to whom talk of 
trickle-down sounded quite sensible, the 
Bank was nonetheless guilty Бу 
association. 

Has the Bank really moved away from 
poverty lending? One of the studies* in a 
new collection from the Overseas Devel- 
opment Council (ODC) examines the re- 
cord. The left-hand panel of chart 6, 
based on figures from the study, and 
using the Bank's own statistical classifica- 
tions, does point to a slowdown in lending 
for projects and programmes in the so- 
called poverty sectors. (They are the ones 
where lending is judged to have an imme- 
diate effect on the well-being of the poor: 
education, health and nutrition, water 
and sewerage, and so on). Between 1975 
and 1980 all poverty-sector lending went 
up by 135%. Between 1980 and 1985 the 














*'"The Shifting Grounds of Poverty Lending at 
the World Bank", by Sheldon Annis. The 
article is in a collection of essays from the 
Overseas Development Council, "Between 
Two Worlds: Тһе World Bank's Next De- 
cade", edited by Mr Richard Feinberg. "The 
book is essential reading for anybody interest- 
ed in the Bank. This survey's: debt to it is, at 



















































rise was slower, down to 24%. Thanks to 
that tailing off it is (just) possible to 
conclude that the poverty sectors got à 
rising proportion of the total in the first 
period, and a level or falling proportion in 
the second. 

Lending for rural development, the 
biggest poverty category, rose from $1 
billion to $1.6 billion over the whole span 
of ten years. Lending for energy projects, 
which are a non-poverty sector, grew 
from $0.5 billion to $3.6 billion. Further 
evidence of a bias against the poor? Ora 
sensible adjustment of policy in the. wake 
of the two oil shocks? 

Now look at the centre panel of chart: 6: 
this shows that lending to the poorest 
IDA-eligible countries has been rising. ' 
Overall then, the picture is mixed. The 
shift in the way Bank's policy was pre- 
sented was much easier to see than the 
shift in the way it was carried out. 

Perhaps a better question to ask is 
whether lending through the poverty pro- 
grammes is less fruitful, in strict banking 
terms, than the other sort. The ODC 
study, citing Bank research, says no. The 
right-hand panel of chart 6 shows why. It 
compares a sample of 33 poverty projects 
with a sample of 45 non-poverty projects, 
according to six ‘‘bankers’ criteria". 

Surprisingly, nay astonishingly, the 
poverty projects scored better than the 
more conventional, commercially orient- 
ed projects on all six counts. Much the 
most important criterion is the sixth, the 
literal and. metaphorical bottom line in 
the chart: 30 (that is, 76%) of the poverty 
projects achieved ап economic rate of 
return greater than the opportunity cost 
of capital. (in. other words, the rate of 
return on: capital in its best alternative 
use). Only .29 (that is, 53%) of the 
bankers. projects could say as much. 
< The Bank has other evidence which 
supports these results. It has found, for 
example, that the poor re usually at least 
as тебер. аѕ ће poor when it 









rust is gold. In Beijing too. 


Cariplo is a major Italian Banking group thats becoming more and more international, 
The latest confirmation of this is the opening of a new representative office in Being. 
Cariplo, with headquarters in Milan, linked on-line to more than 500 branches in Italy, 

is able to provide full banking and financial planning advice. Worldwide, Canplo maintains 

relationships with over 1600 correspondents. 
The Beijing office, c/o Jianguo Hotel, Rooms 128-130, Jianguo Men Wai Da Jie, Beying, 
Telex: 210287, Tel: 5003298, adds to our representative offices in Brussels, Frankfurt, 
Hong Kong and Paris, and our branches in London and New York. 
its an important new location to keep you up-to-date with the world's economy. 
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CASSA DI RISPARMIO DELLE PROVINCIE LOMBARDE 


The bank you can trust. 











After 90 years, we know more 
than our fair share about financing 


In our part of the world, truly effective project financing demands extensive 
local knowledge and experience. 


Backed by the vast resources of the HongkongBank group, The British Bank 
of the Middle East can link you directly with more than 1,200 offices in 55 
countries. We can give you access to the full spectrum of banking services, 
including commercial, merchant and private banking, insurance, finance and 

investment management and trustee services. 


Not forgetting of course, the full benefits of almost a century's 
professionalism, integrity and trust. 


The Gulf-based bank with global connections. 





comes to repaying loans: the point applies 
both to poor farmers and to small urban 
entrepreneurs. A Bank survey of educa- 
tion projects in 44 countries found that 
the economic return on investment in 
education was usually higher than the 
Bank can achieve elsewhere. That goes 
for education at any level, but the highest 
returns of all were for the lowest levels of 
education in the poorest countries. 

This seems to turn Mr Clausen on his 
head. True, making loans that are eco- 
nomically sound is fully consistent with 
helping the poor. But this is so not just 
because the benefits of any growth that 
starts with the better-off will trickle down 
to the poor, but also because policies 
which directly help the poor will have a 
trickle-up effect on the whole economy. 

To be sure, all developing countries, 
and especially those in Africa, need plen- 
ty of trickling in both directions. In the 
face of everybody's great ignorance about 
how economic development works it 
would be madness for the Bank to aban- 
don either kind of lending in favour of the 
other. But the Bank should feel no need 
to apologise for those of its projects that 
aim to help the poor directly. It has 
gained in strength in the past as a cam- 
paigner against poverty, and it can do so 
again. Many of its stalwart supporters in 
the industrial countries will accept noth- 
ing less. 


Sub-Saharan despair 


There is no better place for a campaign 
against poverty to start than in sub- 
Saharan Africa. By a cruel paradox, after 
a spell of decline that has lasted a genera- 
tion, one of the threats that the region 
faces now is complacency among its help- 
ers. Except in war zones such as parts of 
the Sudan, the famine is over. After three 
years of drought most of the region has 
had good rains and food production is up. 
The collapse of oil prices, the boom in 
coffee prices and the easing of interest 
rates have all administered an unexpected 
shot of foreign exchange. This year per 
capita incomes should rise for the first 
time since 1980. 

Yet sub-Saharan Africa is poorer in 
1986 than it was in 1960. The factors that 
have underpinned its chronic economic 
decline are still present: over-rapid 
growth of population and virtually static 
productivity. 

As if these fundamental barriers to 
progress were not enough, most of the 
countries in the region have saddled 
themselves with debt. At the end of 1984, 
the 29 IDA-eligible countries owed exter- 
nal creditors $44.6 billion. That is puny by 
the standards of the Baker-17, which owe 
around ten times that. But the average 
debt-to-export ratio for black Africa was 
349% , compared with 203% for the Bak- 
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er-17; the 12 most heavily indebted Afri- 
can countries had an average debt-to- 
export ratio of 527%. 

The Bank's most recent report on Afri- 
ca sees signs that these dreadful pressures 
have begun to change the hearts and 
minds of many of the region's govern- 
ments. For years they used administrative 
pricing systems and overvalued exchange 
rates to raise the real incomes of their 
urban workers. These policies were at the 
expense of farmers—who are often 
among the poorest of the poor—and 
hence of agricultural production and ex- 
ports. Lately, however, many countries 
have devalued their real exchange rates, 
increased farm prices and cut the subsi- 
dies and public spending that they had 
used to boost urban wages. 

In this change of mood the Bank sees 
an opportunity. If aid donors and external 
creditors can be persuaded to increase 
their flow of capital over the next few 
years, these long-overdue policy reforms 
might take root. But without that increase 
in external finance, the region's capacity 
to buy imports will fall to less than it 
needs to sustain even modest economic 
growth. Africa's rate of investment is 
already too low even to maintain the 
existing capital base, let alone to adapt it 
to new uses, or expand it to allow for 
increased production. 

In sketching out a financial plan for the 
region—how much new money Africa 
will need over the next five years, and 
where the cash should come from—the 
Bank is unusually outspoken. It stresses, 
for example, that “по donor country 
should be a net recipient of resource flows 
from any African country undertaking 


Table Ill. Africa's need for cash 


1980-82 1986-90 
actual proj 
Annual average 
($ billion) 
exchange requirements for 
br obe countries 
Imports of goods and services 
(ex excluding — 229 28.5 


Debt service payments 
(including ан to IMF) 4.0 6.8 





269 353 

Sources of finance 
Exports of goods and services 160 20.0 
Nonconcessional flows 3.3" 2.0 
Debt rescheduling 1.1 2.3t 
Concessional flows 6.5 8.51 
Total 269 328 
Resource gap 
To be filled by additional 

concessional flows and debt 

rescheduling — 2.5 
poe porem + Based on d and m pred Fed 
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credible economic reforms". Some of the 
Bank's officials are uneasy about such 
talk of positive and negative resource 
flows; they think it is bad economics and 
bad accounting to set payments of interest 
against payments of principal and to at- 
tach importance to the balance between 
the two. But, without doubt, that is what 
the developing countries do—that is how 
they know what they can afford to buy 
from abroad each month. For the Bank to 
adopt their view of the world in such a 
public way looks refreshingly like cam- 
paigning zeal. 

The accompanying table summarises 
the Bank's arithmetic. Merely to bring 
the region's imports per person back to 
their average level in 1980-82, imports 
will have to rise to $28.5 billion a year for 
the next five years (all figures are in 
current prices). Then projected debt-ser- 
vice payments of $6.8 billion a year have 
to be added to provide a total for sub- 
Saharan Africa's external financial needs 
for 1986-90. 

If the recent policy shift in favour of 
export promotion sticks, and on one or 
two optimistic assumptions about world 
trade, exports might bring in $20 billion a 
year. New non-aid finance—from the 
commercial banks, the IMF and from di- 
rect foreign investment—could yield $2 
billion a year. Debt reschedulings should 
provide another $2.3 billion a year. Aid 
(including IDA lending) is expected on 
present commitments to bring in another 
$8.5 billion. In all, then, the region can 
hope for $32.8 billion a year—$2.5 billion 
less than the minimum it needs. 

Since the Bank did its sums, the IMF has 
created a fund of SDR2.7 billion ($3.3 
billion) which will be used almost entirely 
for concessional assistance to the IDA- 


- 
Д 





-= -gF 


42 SURVEY WORLD BANK - 






Sophisticated poverty 


eligible countries in Africa. This, togeth- 
er with a slightly bigger share for Africa in 
the next cycle of IDA disbursements (and 
on the further assumption that IDA's 
eighth replenishment is $12 billion), 
should fill more than $1 billion a year of 
the annual $2.5 billion gap. So new bilat- 


. eral aid will still have to be found—and 


this is against a background of budget 
stringency in the United States and in 


many European countries. 


Here is a leadership role for the Bank 
that matters just as much as its part in 
dealing with Latin America's debt crisis. 


— Asin Latin America, the Bank is impor- 


tant not just for the capital it can provide 
from its own resources. The poorest 
countries in Africa are limited, on 
grounds of debt-servicing capacity, to the 
interest-free cash in IDA. Since IDA's 
seventh three-year replenishment was $9 
billion, the Bank has only $3 billion a year 
for low-income countries worldwide. 
With luck that will rise to a barely ade- 


. quate $4 billion a year іп 1988-90. 


The Bank must therefore pursue three 


. tasks. The first is a job of propaganda that 


it has already taken on: dispelling the 


. mixture of complacency and weariness 
. that is blocking the needed flow of aid 
_ from the rich countries. The second is to 
use whatever policy leverage it has in 


Africa to reinforce the trend towards 
economic reform. In this, it should seek 
out policies where equity (that is, help for 
the poorest) goes hand in hand with 
efficiency. One example: by letting farm 
prices rise to their world-market level 
governments are not only helping to 
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boost farm output and productivity, they 
are raising incomes in the rural areas 
where poverty is often most acute. Fast- 
disbursing sector and structural adjust- 
ment loans are suitable instruments for 
this sort of approach. 

The Bank’s third task is to act as a co- 
ordinator of the diverse capital flows that 
were listed in the table. Here the Bank 
has shown no eagerness to assert itself. 
Africa’s dependence on bilateral aid 
makes it particularly vulnerable to donor 
muddle—as when different donors pur- 
sue development strategies designed to 
be as much in their own narrow interests 
as in Africa’s. Debt rescheduling, new 
lending commitments, funds from the 
multilateral institutions and bilateral aid 
all need to be brought together—if not 
under one boss, then at least through a 
single clearing house. 


The Asian giants 

India and China are awkward customers. 
In 1984 their average income per person 
was $260 and $310 respectively—less than 
Sudan ($360), less than Haiti ($320). 
They are poor all right. They easily meet 
the income guidelines for IDA money. But 
they are also creditworthy. So they get 
IBRD loans as well. In many ways they are 
more accomplished nation states than 
many of the upper-middle-income devel- 
oping countries. Leaving aside the moral 
question of whether their sheer poverty 
gives them a claim on World Bank re- 
sources, the Bank has to ask what its role 
can be in such countries. 

Should the Bank stick to the tradition 
of being a project lender? This is how the 
Bank is using its money in India and 
China at present. And no doubt many 
useful projects are in train. The anomaly, 
however, is that both countries have by 
now developed their own expertise in 
project appraisal and management: they 
are churning out top-class engineers, ar- 
chitects and the rest. India, for what this 
is worth, has been producing some of the 
world's brightest development econo- 
mists for years. Neither India nor China 


needs the Bank for its traditional skills. If 
the fungibility-of-funds argument—the 
idea that the Bank's project loans are 
financing hidden spending that the 
Bank's staff never see—is valid any- 
where, it is in India and China. 

What about the Bank as a policy-based 
lender? Hardly. Neither country will 
stand for it, and the Bank is too polite to 
ask. Both governments have clear ideas 
of where their economic policies should 
take them, and the clearest idea of all is 
that they will brook no outsider coming in 
and bossing them about. That goes dou- 
ble for one which is so closely linked, in 
many people's minds, with America. 

The Bank can have an influence on 
policy, of course. Its staff are there, 
standing in puddles on building sites or 
hobnobbing with top officials in the fi- 
nance ministry. If what they say makes 
sense, and it often does, they will have an 
influence. The Bank's smudged finger- 
prints are all over China's latest five-year 
plan; many passages in it are close-to- 
verbatim extracts from the Bank's recent 
report on the country's economic pros- 
pects. But the Bank's staff in Washington 
are extremely nervous about over-playing 
their hand. The Bank can accept no 
public credit for China's productivity- 
boosting economic reforms, though it 
clearly deserves some. In both countries, 
the working relationship between Bank 
and government is a delicate one. It might 
snap if the policy strings were tugged too 
tight. 

It is out of the question for the Bank to 
withdraw from India and China. On the 
strength of existing commitments alone 
the two countries will be the Bank's 
biggest borrowers for years. Moreover, 
the Bank has a strictly commercial inter- 
est in maintaining cordial links. Either 
country could single-handedly wreck the 
Bank's finances with the merest whiff of 
default. So no wrenching shift in priorities 
is called for. But the Bank will be needed 
more elsewhere—over the next few years 
in Latin America and over the next few 
decades in Africa. 


The other side of the balance 


sheet 


Will the Bank's borrowing operations be able to keep pace with a bigger 


lending programme? 


Developing-country governments in ev- 
ery part of the world seem to have a 
rightful claim on a bigger piece of the 
Bank's resources. Latin America has to 
struggle with its mountains of debt; Afri- 
ca has its own debt problem which is in 
some ways more burdensome than Latin 


America's and which is compounded by 
the fact that its people start from a 
crushing level of poverty; many of the 
Bank's other clients, including India and 
China, can plead not just poverty, but 
also a real chance—just look at what they 
have achieved so far—of using the Bank's 
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If you need fast, accurate and first- 
hand business information on Turkey, 
you can get it through İş Bank. For 

5 Bank is an active participant in the 
leading sectors of the Turkish economy. 

And, of course, we can also handle 
your regular banking needs: imports, 
exports, and all other local and foreign 
currency related transactions. Our expert 
staff has the know-how to deal with them 
all. But, that's to be expected. We're the 
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leading private commercial bank with 62 
years of experience behind us. 
Furthermore, we have over 900 
branches throughout the country. We're 
also the only Turkish bank with branches: 
in Europe — in London, Frankfurt and Berlin. 
And remember, "Is" means "business" 
in Turkish. When it comes to business, . 
we're more than à me cu suwas g 
bank: we're your IS BANK mn 


source of information. |. Sounas in Tukan means busines 


| Branches in the Turkish | Representative | Hamburg 


ү Thx: 57233 wh tk 





Italy’s unification was no longer a dream 
vut Banco di Sicilia was already a reality. 


Having inherited the experience of the first “Public 
Benches’ active in the Kingdom of Sicily since the 15th 
century, Banco di Sicilia was, already in 1860, one of 
the most important banks in the Kingdom of Italy, to 
an extent that it continued to issue paper money on 
behalf of the Italian State up to 1926. 


Nowadays, Banco di Sicilia is atthe same time aregion- 
al, national and international bank, operating in the 
short and medium term, with 347 branches through- 
out Italy, foreign branches in Frankfurt, London, 
Los Angeles, New York, Paris, and representative of- 
fices in Brussels, Budapest, Chicago, Munich, Singapore 
and Zurich. 

Our International Banking and Marketing Services are 


at your disposal for all financial transactions, in Italy 
and abroad. 


peter oy korg 
99 Bishopsgate, L 
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money to produce spectacular economic 
' "rOgress. 

The Bank will doubtless try to find a 
little extra something for everybody. In 
doing so, its rationale will sometimes be a 
little fuzzy, but the internal and external 
pressures it faces are irresistible, and they 
all point in the same direction: more 
lending. Will the Bank be able to find the 
money it needs? For IDA, the answer, as 
this survey went to press, appears to be 
yes. Its next injection of cash from the 
rich countries should be enough to pay for 
extra lending to Africa and the poorest 
countries. For the IBRD, the answer is a 
little more complicated: yes, but at a cost. 

The Bank at present is working its way 
through the seventh replenishment. of 
IDA, which provided $9 billion to run for 
the three years 1985-87. It has urged the 
big industrial countries to agree to an 
IDA-8, to cover the period from 1988 to 
1990, of around $11.5 billion to $12 
billion. The most recent round of negotia- 
ions did not close the matter, but agree- 
nent seems near on a figure inside that 
range; a final decision might be an- 
nounced next week in Washington. 

The issues of substance—who gets 
what, and what kind of lending it should 
be—do seem to have been agreed. 
Around half of ma-s will be spent in sub- 
Saharan Africa. That will trim the share 
for IDA's other big recipients, India and 
China, to around 30% between them. 
(These two countries have shown what 
Mr de Larosiére has called true states- 
manship in their recent discussions over 
Africa's share of concessional. lending. 
When the IMF created a new facility for 
lending to the low-income developing 
countries, both withdrew, leaving the 
whole amount for Africa.) As for what 
kind of lending, a substantial share, as yet 
unspecified, will go to support growth- 
orientated programmes (which cover 
both structural-adjustment and sector- 
adjustment lending). 
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It is taking longer to sort out lesser 
matters. One of these is the maturity of 
IDA loans. Some countries, including the 
United States, whose views carry great 
weight, want to reduce the period of 
repayment from 50 to 30 years. Another 
proposal is to accelerate repayment of 
credits issued in bygone years to success- 
ful economies such as South Korea. 

The politically sensitive issue of bur- 
den-sharing has also caused friction. Ja- 
pan feels that the scale of its contribution 
to IDA warrants a greater say in running 
the Bank, and specifically a bigger vote in 
the IBRD. Italy has a similar idea. But an 
increase in Japan’s vote might drive 
America’s vote below the 20% that it 
needs to command a veto. A likely way 
out.is to give Japan its extra votes (and 
the kudos of clearly being number two in 
voting strength) and then lower the 
threshold to leave America’s veto intact. 


The ties that bind 


The IBRD’s power to lend also depends on 
negotiations between the rich countries— 
but not quite in the way that is often 
supposed. At a recent conference in 
Washington, Mr Eugene Rotberg, the 
Bank’s treasurer, discussed a series of 
myths about the institution. At the top of 
his list was the idea that the Bank— 
which, for the rest of this section, means 
the IBRD— needs an increase in financial 
resources from member governments in 
order to lend more. 

The source of the myth is the rule that 
the Bank can lend out only as much as the 
sum of its subscribed capital and retained 
earnings: the so-called one-for-one rule. 
This implies that the Bank is not lever- 
aged, ie, that it lends out only what it has 
been given by governments. But, as this 
survey has already noted, it is the biggest 
non-sovereign borrower in the world. In 
June, at the end of its 1986 fiscal year, it 
owed $69.8 billion. 

The answer to the puzzle is simple. The 


- name suggests, paid-in capital is mone 


















- $1.4 billion. Altogether, the Bank's me 
: уеагѕ since it was established. 


ous with the money they never have to 


` Bank has two kinds of subscribed capita 


paid-in capital and callable capital. As the 








that governments have actually hand 
over to the Bank; more to the point, itis 
the only money that governments hav 
ever handed over to the Bank. Chart 
shows that there has been surprisingly 
little of it. The United States, for exam- 
ple, paid in $635m in 1947, and no 
another cent for 25 years. By 1986 it had: 
increased its cumulative contribution to. 






bers have. paid in $4.1 billion in the 







The members have been more gener 


hand over. Callable capital consists of 
funds that the members promise to рго- 
vide if the Bank ever needs it to service its 
debts; in other words it cannot be used to 
meet loan commitments, only to protect 
the Bank's creditors. Callable capital has 
risen from $6.4 billion in 1947 to $70.8 
billion in 1986. For member government 
it is a contingent liability that they believe 
will never fall due. The Bank has never. 
had to call its callable capital. And if i 
ever happened, the Bank would, in ef- 
fect, be in receivership. 

So, especially since 1960, the Bank has 
leveraged its paid-in capital as successfu 
ly as any bank could wish. Over tha 
period, paid-in capital has increased less 
than threefold (from $1.4 billion to $4 
billion). But the Bank's outstanding debt: 
have risen 33 times (from $2.1 billion t 
$69.8 billion). Its cumulative loan com 
mitments have increased by 25 times. 
(from $5.2 billion to $126.1 billion). An 
its cumulative disbursements have gone 
up 19 times (from $3.9 billion to $76.6 
billion). These numbers point to two 
important facts. 

First, although the Bank will soon need i 
an increase in its total capital if it is to 
expand its lending, it does not necessarily 
need an increase in its paid-in capital. 
When the debate about the Bank's next 
general capital increase (the ССІ) starts in | 
earnest, governments such as America's 
should try to put their budgetary fears 
into perspective; the Bank will be asking 
not for new cash but, in effect, merely for 
permission to borrow more in order to: 
lend more. 

Second, the Bank must continue to be 
successful as a bank if it is to try to dc 
more as a development agency. А: 
throughout its history, the Bank will | 
stand or fall by its ability to raise money 
cheaply and lend it to creditworthy bor- 
rowers. The two sides of its business— 
raising money cheaply and lending i 
prudently—are closely linked. The Bank 
can borrow its money on competitive 
terms partly because the international: 
capital markets understand that the Bank 





















































46 SURVEY WORLD BANK 





о 


is a safe place for their money. 

One of the risks which goes with more 
policy-based lending is that the Bank's 
financial reputation may come into ques- 
tion. If, in the process, the Bank is forced 
to adopt a more conspicuous political 
profile, the risk that its lending policies 
will come under closer examination—and 
be found wanting—is greater still. Once 
the Bank loses its reputation as an impec- 
cable borrower, its borrowing costs will 
rise. Though unlikely, it is not inconceiv- 
able that the Bank could even price itself 
out of the development business. 

Some of its strongest clients—countries 
such as Thailand and Malaysia, which can 
tap the capital markets on their own 
behalf with comparative ease—already 
complain that the Bank is too expensive, 
because some rich-country governments 
lend to them directly at subsidised rates 
(tying the cash to their own exports). The 
Bank can also find itself in effect undercut 
even when its lending rate is less than the 
best rate the country can get elsewhere. 
This can happen because the Bank has a 
practice which many borrowers find in- 
convenient. It lends them a mixture of 
currencies of its own choosing, and this 
mixture can change without notice as the 
disbursement of the loan proceeds. The 
borrower has to repay in the same curren- 
cies he borrowed. That means he takes all 
the exchange-rate risk and has no control 
over the currency-composition of his 
loan. 

Innovation on the borrowing side of its 
business will be an important weapon in 
the Bank's battle to keep down its costs. 
In practice this means, first, finding new 
instruments. If the Bank can spot a finan- 
cial-market niche for a new kind of issue 
that offers a certain group of investors 
features they are looking for, the Bank 
has the chance to get hold of that money 
for a lower interest rate than it would 
otherwise have to pay. Second, the Bank 
has to find new lenders. The reasoning is 


The Bank beats Wall Street at its own game 


the same. A hitherto untapped group of 
lenders might be willing to lend at less 
than the rate required to attract those 
already in the capital market. 

The Bank is keen to pursue such oppor- 
tunities and keen for the financial mar- 
kets to see that it is keen. Its official 
announcement of its financial results for 
the year ending June 1986 listed the 
following innovations: 

@ The Bank's first zero-coupon issues in 
Swiss francs and D-marks for 30-year 
maturities. 


Can anybody join? 


The golden touch of the World Bank's 
financial staff extends, needless to say, 
to the task of providing for their old age. 
The World Bank's staff pension fund, 
run in-house under the supervision of Mr 
Georg Gabriel, a vice-president, seems 
to be in a pretty sound financial condi- 
tion. In the year to December 1985, it 
chalked up a return of 31.9% on its 
assets. Yes, but is it adequately funded? 
Look at it this way. If the fund had 
folded at the beginning of 1986, the 
value of its assets would have been 
enough to pay out an average of 
$266,000 for each member of staff. (That 
average, remember, includes paperclip- 
supervisors who have been in the scheme 
for several hours, as well as top manag- 
ers with 30 years' service.) 

The scheme is financed from contribu- 
tions by members and contributions by 
the Bank. Members pay a flat 7% of 
their “gross pay". ("Gross pay” is not 
what most people understand by gross 
pay, but an extremely complicated con- 
cept which only one or two people in the 
Bank understand.) The Bank's contribu- 
tion varies. Each year, actuaries work 
out the value of the fund's projected 
assets and liabilities. When one exceeds 
the other, the Bank's contribution rate is 
automatically adjusted to restore the 
balance. The scheme was overfunded at 






€ A three-part American dollar bond 
offering which resulted in the creation of 
a "synthetic" 30-year zero-coupon issue. 
€ The first 30-year Eurodollar bond is- 
sue—a market traditionally limited to 15- 
20-year issues. 

€ Borrowings from the Euromarkets in 
Australian dollars (for the first time) and 
French francs (after a 14-year absence 
from that market). 

€ Borrowings from the French domestic 
market. 

@ The first tap issue denominated in 


the end of fiscal 1986. So in the next 
fiscal year, the Bank's contribution rate 
will fall from 14.5% to 13%. The cut is 
more than accounted for by the better- 
than-expected performance of the fund's 
investment portfolio. 

To be fair to the rest of the pension- 
fund industry, everybody did better than 
expected last year, partly because of 
booming stock markets and partly be- 
cause of the fall in the dollar (which 
boosted the value of the funds' foreign- 
equity holdings). But the Bank fund's 
performance of 31.9% comes out well 
even in relative terms: for example, a 
sample of 100 of America's biggest pen- 
sion funds scored a return of 25.5%. 

What about longer-run averages, 
which give a much better picture of how 
well a fund is managed? Take the aver- 
age annual return for the five years 1981- 
85. The Bank's pension fund scored 
18.1% , compared with 13.6% for the 100 
major pension funds. Within the Bank's 
fund, American stocks returned an aver- 
age of 17.8%; that compares with 13% 
for the American stocks held by the 100 
funds and 14.6% for the S&P 500. 
American fixed-interest securities? A re- 
turn of 18.8% for the Bank, 15.8% for 
the 100 funds and 16.2% for the Shear- 
son-Lehman index of high-grade corpo- 
rate and government bonds. Beat that. 
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For over 60 years we've played a major 
role in the development of Israel's industry 


and trade, and promoted the growth of 
business links with partners abroad. 
A world bank with 370 branches in 15 countries 
and a large network of correspondent banks, 





we support our professional experts with $22 
in assets and a commitment to advanced technological 
systems. Resources that position Bank Hapoalim as a 
leader in Israel's ties with the world business community, 
Fi Talk to us about customized trade and finance packages. And put 
more than six decades of experience to work for you. 
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MOVING MONEY IS 
OUR BUSINESS 


POSTIPANKKI is one of the top-three Finnish 
banks with 


e total consolidated assets of USD 7.4 billion 
at the end of 1985 


e full range of international services for our 
customers and correspondents 









e international network including a subsidiary 
in London and representative offices in 
Moscow, Stockholm and Tokyo 


POSTIPANKKI GO 


Helsinki Head Office Unioninkatu 20, 00007 Helsinki 7. 
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WE ARE EVER YWHERE IN SAUDI ARABIA . 
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Financial Highlights: 

;Paid-in Capital 150 
Total Reserves 1000 
Total Assets 10,411 

-Total Loans + Advances 2,602 
Total Deposits 8,747 
Total Balance Sheet 13,702 
Net income 185.1 
Net Income Per Share (In SR) 123.4 
Number of Branches 79 


(One US$=3.65 SR) 
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European Currency Units. 

€ A currency-swap insurance facility that 
will let the Bank transact swaps with a 
wider range of partners. 

€ A medium-term note programme, 
known as continuously offered longer- 
term securities (COLTS), in American dol- 
lars, with maturities ranging from three to 
30 years. 

The Bank's strategy of borrowing in 
many currencies is vital to its pursuit of 
financial breadth. In fiscal 1986, it bor- 
rowed in 16 currencies a total of $10.1 
billion, including $1.4 billion in American 
dollars, at an average cost of 8.4%, $3.1 
billion in Swiss francs, at 5.08%, $2.1 
billion in D-marks at 6.68%, and $1.9 
billion in yen at 6.75% (see chart 8). 

These figures show the pattern of bor- 
rowings after swaps, one of the Bank’s 
favourite cost-reducing techniques. (A 
swap is a transaction that switches a loan 
out of one currency into another.) The 
swap programme, according to the 
Bank's calculations, reduced its overall 
cost of borrowing from 7.68% to 6.9195— 
in other words, a saving of $78m over 12 
months. 

During the fiscal year just ended, the 
Bank's officials acted on their guess that 
the dollar will get stronger against their 
other three most-borrowed currencies 
over the medium-term. If they are right, 
by keeping the share of dollar borrowings 
in the total low (they accounted for only 

14% in fiscal 1986), the Bank should end 
up with a devalued pool of liabilities and à 
lower effective cost of borrowing. Note 
that because the Bank lends out the same 
mix of currencies as the mix it has bor- 
rowed, it passes on the benefit to. its 
developing-country clients. 
Incidentally, the relative “paucity of 
dollars in the Bank’s borrowings prompt- 
ed Mr Rotberg to attack.a second myth in 
his speech at the conference. His target 
~ was an idea occasionally advanced by the 
- Bank’s more sophisticated critics: al- 





: ECONOMIST SEPTEMBER 27 198 









though the Bank borrows on commercial 
terms (and to that extent does not depend 
on handouts from the taxpayer), it does 
cost the taxpayer something, because the 
demands that the Bank makes on Ameri- 
ca’s financial markets drive American 
interest rates up and crowd out domestic 
investment. The fact is, however, that the 
Bank, like most of the world’s financial 
institutions, is a net lender to America: if 
anything, it is doing its bit to keep Ameri- 
ca's interest rates low. 

Of the Bank’s $70 billion borrowings, 
only around $7 billion have been supplied 
by America’s medium- and long-term 
domestic market. The Bank does lend 
more dollars than that to the developing 
countries, but it borrows most of them 
from sources outside America.The devel- 
opment dollars have come from Western 
Europe (especially Switzerland and West 
Germany), Japan, OPEC and assorted cen- 
tral banks. As part of its pool of liquid 
assets, the Bank holds twice as much in 
American government paper and in 
American bank deposits as the dollars it 
has borrowed from the American domes- 
tic market. So America’s savings have not 
been used for development lending. 


Subsidise thyself 
After the Bank has jealously guarded its 
financial probity and after it has spread its 
borrowings to avoid undue strain (and 
hence cost) in any particular market, 
what else can it do to keep its loans to 
developing countries cheap? An increas- 
ingly important answer is that it can use 
its short-term assets either directly as a 
source of finance when the cost of bor- 
rowing is high, or indirectly by using the 
income it earns from them. 

At the end of fiscal 1986, the Bank had 
a liquid-asset portfolio of $20.1 billion— 
an amount equivalent to roughly 30% of 
its outstanding borrowings—held mostly 
іп short-term American government 
bonds. Its policy is to build up its short- 



















term assets at times when money is rel: 
tively cheap, and then run them dow 
when interest rates are high. This lets th 
Bank insulate its borrowing costs, and th 
interest rate it charges to its own borro 

ers, from some of the instability in the 


































world's financial markets. 

These liquid resources do not just sit 
there. They are, as they say on Wall 
Street, actively managed. And Wall 
Street keeps a careful eye on what th 
Bank is up to in the domestic governmet 
bond market; the Bank's traders hav 
acquired a reputation for getting thi 
right. In fiscal 1986, the Bank's short 
term assets earned a return of 10.67% 
Taking into account the Bank's return o 
all its outstanding loans (8.96% for th 
year), the Bank achieved an averag 
return on earning assets of 9.44%—ani 
net income three times higher than thi 
corresponding return achieved by Ameti- 
ca’s big commercial banks. | 

Another measure of the Bank's profi 
ability is the difference between its return 
on liquid assets and the cost of its out- 
standing borrowings. The cost of th 
Bank's debt fell to 8.25% in 1986. That 
gives an impressively wide. spread. of 
2.42% (chart 9). But to prove the poin 
that the Bank is a profit-maker on part о 
its activities, rather than (as a commen 
bank would wish to be) a profit-maxi 
miser on all of them, the difference be 
tween the return on all its outstand 
loans and the cost of all its outstand 
borrowings averaged only 0.7196 durin, 
the year. 

As its borrowing costs fell during the 
year, the Bank cut the interest rate 
charged to its own borrowers twice, first. 
from 8.82% to 8.50%, and then to 
8.23%. Any profits that the Bank can 
make on its liquid assets can contribute to 
this process: They are held as retained 
earnings in the Bank's reserves, whic 
stood at $6.5 billion at the end of fisc: 
1986. Together with the Bank's $4.1 bil- 
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J lion of paid-in capital, they constitute the 
. capital base on which the Bank can build 
its borrowings. Since it costs nothing, the 
more there is of this capital, the cheaper 
the Bank can make its loans to the 
— A developing countries. 

. This does not stop the Bank from 
running into trouble over the way it 
manages its liquidity. In a way, it is the 
victim of its own success. Too much profit 
|. prompts sceptics, including some on the 
. board of governors, to ask whether the 
. Bank is borrowing just to make money 
. through liquid-asset management. The 

Bank's current policy is to keep its liquid 
assets to no more than 40-45% of its 
forecast cash outgoings for the next three 

- years. Recently that ceiling has been 
breached, partly because the Bank went 
through a period of disbursing its loans 
more slowly than expected. Worries 
about too much liquidity began to influ- 
ence borrowing decisions. At such times 
opportunities to borrow cheaply can be 
lost. 

In the next few years it will be hard for 
_ the Bank's investment department to 
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match its recent success. The economic 
climate will be less favourable. Falling 
interest rates have lately given the Bank 
fat capital gains on its short-term assets, 
and helped to boost profits; but the Bank 
itself expects that interest rates may start 
to rise before long. What can it do to 
maintain its financial lead? 

Although the Bank has proved a formi- 
dable innovator, especially when it comes 
to finding new lenders, other opportuni- 
ties to cut costs—by spreading risk and 
tapping new markets—are still waiting to 
be taken up. For example, it is a common 
complaint that the Bank has been slow to 
take up trading in options and futures. A 
proposal to jump on this bandwagon is 
under consideration. The trouble is that it 
will cost money to do so. The Bank might 
need to spend a bit more than it has so far 
on computers and other finance-industry 
paraphernalia. For a change, it might also 
have to recruit some experienced options 
and futures practitioners from Wall Street 
or Chicago. That might call for a spot of 
structural adjustment in its ironclad sys- 
tem of pay scales. 


. Promote the private sector 


Let that be Mr Conable's banner 


` The developing countries desperately 
. needa bigger share of the world's capital. 
= This survey has shown that the Bank 
. already has the skills it needs to borrow 
— more without driving up the cost of its 
_ finance and to lend more without making 
its loan portfolio less creditworthy. For 
. this, all the IBRD needs is the green light 
J from its members and a gentle push from 
the top of the office. A bigger flow of 
bank assistance to the poorest countries 
must come from IDA: for this side of its 
task the Bank needs the goodwill of the 
= rich countries, especially the United 
|o States. 
This survey has also argued that Bank 
І lending, however much expanded, will 
not be enough by itself. It will fall short, 
- first, because the needed supply of capital 
= 1550 large that most of it will have to.come 
|. from private, not public, sources. And, 
second, because lending, whatever the 
= source, will help the developing countries 
= only if it produces faster economic 
growth. This points the Bank to two extra 
ls = tasks. First, to act as both a catalyst and a 
= co-ordinator of long-term development 
. finance from the private sector. Second, 
|. to use its lending, whenever possible, as a 
| lever for better economic policy. 
A single theme can bring all these jobs 
І together. Its writ runs across the full 
ig range of the Bank’s clients—for all their 
. bewildering variety—in Latin America, 
Africa and Asia. It can give the different 
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arms of the Bank a common sense of 
purpose. It can directly help the poorest 
of the world’s poor, and at the same time 
mollify the anti-aid dullards in Congress. 
It is: promote the private sector. 

That rallying-cry has little appeal to 
some. Note, however, that the people 
who complain the loudest belong to the 
school of development academics who 
regard the Bank as irretrievably beyond 
the pale in any case. There is nothing to 
be gained by trying to appease them. For 
those with swayable minds, promoting 
the private sector can be an adaptable 
theme. It does not just mean bigger 
profits for fat greedy capitalists—though, 
if it works, it means that too. 

Applied to the Baker-17 and to the 
debtors in Africa, it can be defined as the 
need for the lenders to bear some of the 
risk that goes with the capital they pro- 
vide. The best way of sharing risk be- 
tween lenders and spenders is for the 
lenders to have an equity stake in the 
projects they are financing. Then if things 
go wrong, they cannot simply call in their 
debts. But that transaction and most of 
the other ways of spreading investment 
risks are likely to be private-sector in 
character. Here, then, is a case where the 
link between "private" and "fair" is easy 
to establish. 

Applying the theme to the low-income 
countries—not just in Africa, but in the 
Caribbean and in Asia too—means focus- 
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sing on the notion that small is beautiful. 
This idea, potentially a threat to the 
power of political elites, has nonetheless 
already been endorsed by many African 
governments. The Bank has plenty of 
evidence that some governments have 
even started to put it into practice, by 
loosening the legal and financial con- 
straints on private enterprise. In a speech 
to a conference on privatisation in Wash- 
ington earlier this year, Mr. Babacar 
N'Diaye, the president of the African 
Development Bank, summed up the 
changing mood thus: 
It is now generally accepted that over time 
the majority of public-sector enterprises 
have not performed efficiently. Instead of 
accumulating surpluses or supplying services 
efficiently, a good number have become a 
drain on national treasuries. Due to this 
poor performance, coupled with the growing 
recognition of the costs of ineffective public 
enterprises in terms of forgone economic 
development and the scarcity of domestic 
and external resources for public-sector ex- 
penditure, a reappraisal of the strategy of 
heavy reliance on the public sector has 
become imperative. From this reappraisal a 
view has emerged—the need for enhance- 
ment of the role of the private sector in 
development . . . We in Africa are facing a 
great challenge. We believe that the creation 
of a conducive environment for the growth 
of the private sector, an important agent of 
economic growth, is essential. 
Of course, most of the Bank's lending is 
already designed to help the private sec- 
tor—either directly (by encouraging the 
dismantling of administrative price con- 
trols, for example) or indirectly (by, for 
instance, financing projects to provide 
goods which, in turn, become inputs for 
producers elsewhere). By making this 
objective more explicit, however, Mr 


Tapping enterprise 
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in Italy's top locations 


W. are a leading Italian banking and financial services group with branches in 324 
locations. A speciality of our network is its “in depth” coverage of the major industrial and - 
business centres of Northern Italy. In addition, we operate in other important parts of the — 
country either through our own branches or through arrangements with local institutions. | 
Our service throughout the Italian peninsula is therefore complete. 


In our present form, we area пем - 
group restructured as such only in October. 
| 1985, but our individual roots go back . 
B B Nuovo Banco Ambrosiano nearly a hundred years. As a result of the 


ii| @ Banca Cattolica del Veneto 


А La Centrale final stage of Nuovo Banco Ambrosiano's 


€ Fiscambi Group 


restructuring programme not only has 
Banca Cattolica del Veneto become a direct 
subsidiary, but a complete range of 
financial service companies has also been 
established. 


Both Nuovo Banco Ambrosiano and 
Banca Cattolica del Veneto are modern 
commercial banks, very strong in their own 
regions and offering the latest techniques 
with electronic support. 


Nearly 80% of Italy’s import/export 
business is handled in our main 
geographical areas and we give our clients | 
the very best of speedy and efficient 
banking support for their international 
operations. 













































































































































































As a group we are young in years but. 
long in experience! 


Banca Cattolica © NUOVO BANCO 
del Veneto AMBROSIANO 


BANKING AND FINANCIAL SERVICES GROUP 
La Centrale - Merchant Banking La Centrale Fondi - Mutual Funds 
Fiscambi Group - Leasing, Factoring and Real Estate Financing 


Nuovo Banco Ambrosiano - Piazza P. Ferrari, 10 - Milano Banca Cattolica del Veneto - Via S. Corona, 25 - Vicenza 
Representative Offices: New York - NY. 10022 - 450, Park Avenue - Tel. (212) 6888301 - Tix 62434 NBAREP NY 
-Hong Kong - 3920, Connaught Centre, 1 Connaught Place - Tel. (5) 249066/7 - Tix 72414 NBARP HX 





Апа subsidiaries 


Consolidated Statements of Condition | 


(in Thousands) - 


Assets . 

Cash and demand accounts 

Interest bearing deposits with 

banks 

Trading account assets 

Federal funds sold and securities 

purchased under agreements to 

“resell 

Loans, net of unearned income 

Allowance for possible loan 
losses 


Loans (net) 


Other assets 
Investment securities 


Premises and equipment 


Total assets 


June 30, 1986 


US$ 
208,908 


77,631 
535 


17,260 
1,691,948 


(19,042) 
1,672,906 


211,439 
3,760 


215,262 " 


2407701. 


Cz$ 
2.891.292 


1.074.408 
7.407 


238.874 
23.416.552 


(263.545) 


23,153.007 


2.926.324 
52.034 
2.979.231 


33.322.577. 


Liabilities and 
Stockholder's Equity 


Non-interest bearing deposits 
in domestic offices 
In foreign offices 


Interest bearing deposits: 
in domestic offices 
In foreign offices 


Total deposits 
Borrowings 


Inter-bank and inter-department 
accounts 


Other liabilities 
Deferred income 
Minority interest equity 
Stockholder's Equity 
Shares no par value 


Reserves 
Retained earnings 


-. Total stockholder's equity 


Total liabilities and 
stockholder's equity 


94,622 
229,166 


2,407,701 


June 30, 1986. 
US$ C28 


1.166.732 
605.895 


84,302 
43,778 


14.375.049 ' 
3.414.444 


1413,48 ^ 19.562.120 
308,904 4.275.235 


1,038,660 


92,958 
340,821 
13,628 
8,776 


1286593 | 


121.463 


1.150.000 
712.093 
1.309.567 


3.171.660 


83,092 
51,452 


33.322.577 


BENDUM MEE A AMA 


Summary of Resuits 
(In Thousands) 


Earnings before income tax 
income tax 
Consolidated net earnings 
Minority interest 


Net earnings - Controlling interest 


Six Months Ended 
June 30, 1986 


US$ Cz$ 
91,494 . 1.262.132 
(41,365) : (572.494) 
49,820 689,638 

253) (3.501) 


Exchange rate: CzS 13,84 per US$ 100 ^. 


Head Office: Rua XV de Novembro, п? 212 - Sao Paulo, Brazil 
Banco Safra (Bahamas) Ltd.: Beaumont House, Bay Street, Nassau, Bahamas 
New York Branch: 1114 Avenue of The Americas, New York, USA 
Grand Cayman Branch: Albert Panton Street, Georgetown, Cayman Islands 











The good and bad flows 
Net capital flows to developing countries 
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Direct investment 
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Conable can give his staff the cues they 
need to balance the competing claims of 
their clients and to nudge them in new 
directions. If poverty was the theme of 
the late 1970s, and lack of focus was the 
theme of the early 1980s, let the new 
theme be the private sector. 


A fund of opportunities 
Thanks to Mr Clausen's foresight, Mr 
Conable already has his flagship. It is the 
International Finance Corporation (IFC), 
the arm of the Bank devoted to private- 
-., Sector development. Run by Sir William 
Ryrie (formerly a permanent secretary in 
the British Treasury), the ІЕС aims to 
invest mostly in privately owned enter- 
prises. But it is willing to tolerate the 
presence of governments, and puts mon- 
ey into some mixed public-and-private 
schemes “where there is no realistic alter- 
native and where there is a clear intention 
to move towards fuller private ownership 
and control". It invests side by side with 
private-sector investors; its presence 
helps its partners to feel comfortable. 

In the Bank's fiscal year 1986, the 1ЕС 
took a stake in 85 projects in 39 different 
countries. It invested $1.2 billion of its 
own money, and attracted another $2.4 
billion from private investors. This is 
: small beer in comparison with the rest of 
the Bank, but the IFC is growing. Last 
year its members (a sub-set of the Bank's 
membership, 128-strong, including all the 
big industrial countries) agreed to double 
the corporation's capital base. The corpo- 
ration has also extended its financial 
reach by dipping its toe into the interna- 
tional capital market. In fiscal 1986 it 
borrowed $350m at market rates, adding 
to its pool of investible resources. 

Most of the capital that the ТЕС channels 
to the developing countries is in the form 
of loans. A small but growing proportion 
of the cash goes into equity or near-equity 
investments. This is an area of enormous 
promise for rich and poor countries alike. 
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return of 25.5% between 1976 and 1983. 


Developing-country equities can make 
sensible investments for the rich, and they 
give the poor the great benefit of capital 
that does not create a debt. 

How much can equity investment do to 
meet the capital needs of the developing 
countries? Last year Washington's Insti- 
tute for International Economics pub- 
lished a study* which examined the scope 
for a wide range of non-debt-creating 
kinds of capital. It concluded that, with 
sympathetic policy-makers on both ends 
of the deal, equity or near-equity forms of 
finance could add $4 billion to the total 
flow of capital to the developing coun- 
tries. Other new instruments of private- 
sector financing such as index-linked or 
commodity-linked bonds, they reckon, 
could provide another $6 billion. Chart 10 
shows the difference which that might 
make to the composition of capital flows 
next year. Portfolio and other private 
investment would account for 2096 of all 
flows—compared with almost nothing in 
1983 and around 5% in 1987 on present 
trends. 

The first part of table IV shows that 
many developing-country stockmarkets 
are surprisingly large. The total value of 
those listed, $79.8 billion in 1983, com- 
pares with a value of around $500 billion 
for all of Europe's stockmarkets. The 
Second part of the table shows that they 
are also growing fast: during the 1970s the 
markets in the sample managed average 
annual growth rates (in dollar terms) of 
between 13% and 71%. 

Chart 11, together with table V, on the 
next page, proves something more impor- 
tant. These co-called emerging markets 
have achieved impressive rates of return. 
An IFC index based on the markets shown 
in the table scored an average rate of 


Lens E eee ланн ра ниинииталан нннриран 
"Financial Intermediation Beyond the Debt 
sis" by John Williamson.and Donald Les- 
d, Institute for International Economics. 


г average return of 16.8% on Japan's; 


changes and give the returns achieved in 


This compares with an average return 
12.1% for the Capital International i 
of world markets, an average return 


13.5% on America's stockmarkets a 





the figures take account of exchange-rate 





dollar terms. 

It turns out—though this is not obviou 
from the figures in the chart—that the 
teturns in the emerging markets also have 
a low correlation with returns in the main 
industrial-country markets. So, for exam 
ple, if the New York Stock Exchange h 
a bad year there is no statistical reason 
think that the emerging markets will.ha 
a bad year too. That is a useful bait for 
investors who want to diversify t 
portfolios in order to reduce their risk: 

All this begs a question: why do inv 
tors in the industrial countries not div 
with their cash at once and solve t 
problem of capital shortage in the deve 
oping countries overnight? Underlying 
this objection is the idea, beloved of free- 
market extremists and confused econom- 































































Table IV. Emerging markets 


Market capitalisation of equity markets in 
developing countries 


eder 
Brazil (São Paulo) 
Taiwan 


India 
Israel 
South Korea 
Mexico 
Chile 
Jordan 
Venezuela 
Thailand 
Argentina 
Pakistan 
Colombia 
Philippines 
Zimbabwe 
Indonesia 
Kenya 
Total 


-Hongkong and 

Singapore 
South Africa 
United States 
World 












v b 
“Estimate | 
Source: Уап Agtmael, Emerging Securities Markets. 


Growth of capitalised value 
Cumulative Aver. 

ў growth % annual growth % 
Argentina, 1966-80 25 1 
Chile; 1963-80 
Hongkong, 1972-80 

an, 1978-80 
Korea, 1969-80 _ 
Mexico, 1966-80 
Singapore, 1969-80 
Thailand, 1976-80 

M "I шакырар amma att 
Note: Year-end values, converted at official exchange rates, of the 1 
che’ ond of domestic iria Д, stock 
Capitalisation has not been consolidated per country in case of more: 
‘than one stock exchange: .——— 

j Agtmael, Emerging Securities Markets. 



















ics students, that there is no such thing as 
in unexploited opportunity to make mon- 
y— because somebody will always have 
n it already. Well, it just ain't so. The 
yportunities are there. Spotting them is 
he thing. 

The IFC's first task, therefore, is an 
ducational one: to convince rich-country 
estors that there really is money to be 
made by buying equities in the emerging 
markets. The best way to teach is by 
:xample. The corporation should contin- 
ue to expand its own equity-buying pro- 
gramme, and Mr Conable should help it 
0 find the resources it will need. 
 Happily, the ІЕС, lately а fount of 
ovative. thinking in the Bank, has 
plenty of other ideas for prodding the 
private sector of the industrial countries 
O invest in the private sector of the 
developing ones. Here are four of them: 

® Guaranteed recovery of investment 
principal (GRIP). Many investors are used 
О assessing the riskiness of their invest- 
ment in quite sophisticated ways. When 
hey consider investing in the developing 
countries they are worried not so much by 
he risk, but by the fact that they do not 
know how to evaluate it. As a result they 
become preoccupied with the security of 
heir principal; they worry in case they 
are throwing their money away altogeth- 
er. The IFC has come up with a new 
scheme to put their minds at rest on that 
соге, and at little cost to itself. 

It will work like this. Suppose the 
investor is considering a $100 purchase of 
equity. He gives the $100 to the IFC, and 
receives a dollar-denominated debt certif- 
icate which the IFC must repay in, say, 20 
years. The IFC uses the cash to make the 
equity investment in its own name. When 
the 20 years are up, the investor could 
choose (a) to get his $100 back, or (b) to 
buy the shares by simply cancelling the 
debt and paying a pre-arranged premium 
to the IFC, or (c) to extend the GRIP for a 
further period. These options give inves- 
tors the flexibility they need for peace of 
mind and the psychological comfort of 
knowing that their investment is “safe”. 

e Quasi-equity investments. Quasi-equi- 
ty comes in various shapes. Whereas 
. conventional equity makes the investor а 
part-owner of the business he has invest- 
| ed in, quasi-equity gives him rights which 
do not go quite that far. For example, the 
enterprise that required capital might sell 
the right to a specified share in its produc- 
tion, or its revenues, or its profits—but 
without conferring any of the other rights 
of ownership. The idea has advantages 
for both sides. The developing country 
сап permit quasi-equity investment with- 
out fear of losing control of its businesses 
- to foreign owners. Investors can choose 
their risk according to the aspects of the 
business they think they understand. 
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Sources: Morgan Stanley Capital International; IFC 


Indonesia financed most of its oil and 
gas development with quasi-equity—spe- 
cifically, with. a scheme that hands over to 
foreign investors 15% of the oil and gas 
Indonesia produces. The risk-sharing as- 
pect of the arrangement is clear now that 
the price of oil has tumbled; Indonesia is 
much happier than it would have been if it 
had used bank loans to finance its invest- 
ment instead. The IFC's favourite quasi- 
equity deal is the one it arranged between 
China and Peugeot, the car and truck 
manufacturer. The IFC's contribution was 
$17m, in total project costs of $79m. Part 
of the agreement is that the Chinese 
government's holding company will even- 
tually reduce its stake in the project by 
selling 10% of the equity to the Chinese 
public. 
€ Equity. funds. This year the IFC 
launched an Emerging Markets Growth 
Fund. It is worth an initial $50m and is 
privately owned by a dozen institutional 
investors; it will be investing іп тапу of 
the markets listed in the tables. This new 
scheme follows the success of the corpo- 
ration's $60m Korea Fund, which began 
business. in -1984 and yielded a dollar 
return to investors of 23%: last year. 
Merrill Lynch, with the 1FC’s collabora- 
tion, has set up a Thai Fund. Other funds 


Table V. New ways to make profits 


- of this kind have so far channelled around 


$150m into Mexico and $50m altogether 
into Taiwan, Brazil and India (though 
India's fund allows purchases by Indian 
expattiates only). 

ө Technical assistance and institution 
building. The corporation devotes about 
a third of its staff time to technical 
assistance for its clients—and this means 
help for investors as well as for develop- 
ing-country enterprises. It has helped to 
arrange all manner of underwritings, 
guarantees, swaps and stand-by arrange- 
ments. To strengthen the financial infra- 
structure of its poor-country clients it has, 
at different times, co-founded local ven- 
ture-capital firms (in Argentina), insur- 
ance companies (in Indonesia), leasing 
companies (in Bangladesh) and banks (in 
Turkey). 


Back to the Bank 


The IFC has its separate identity within the 
World Bank group of institutions partly 
because the Bank proper is restricted in 
the kind of contacts it can make with the 
private sector. Its articles prevent it from 
holding quasi-equity in a project, for 
instance; all its finance must be delivered 
in the form of conventional loans—‘‘gen- 
eral obligation finance". Its. loans: must 
also have a government guarantee, which 
can make it awkward for the Bank to say 
that it would rather by-pass the finance 
ministry and lend the cash directly to 
private enterprise. 

Nonetheless, the Bank is trying, so far 
in too small a way, to take up some IFC 
themes. It is experimenting with .new 
forms of financial assistance. And it is 
beginning to attune its lending more 
closely to the needs of the private sector. 

The most promising of the Bank's fi- 
nancial innovations is its co-financing 
programme. The greatest success of this 
programme to date was the package ar- 
ranged for Chile last year. The Bank was 
able to mobilise $1.1 billion of new mon- 
ey. The Bank's contribution was a struc- 
tural adjustment loan, a transport loan, 
and—the novel part—a guarantee of the 





Rates of return on investment in emerging markets" 


1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 
Argentina 134.8 —44.7 921 2453 —13.7 -52.7 -66.4 547 -203 -7.3 
Brazil 4.1 92 -11 -99 58 -90 -164 317 607 61.5 
Chile 92.2 146.3 56.3 1307 92.7 -48.3 —521 -20.0 -202 29.2 
Greece 02.336 .90 -137 -9.9 —27.8 28.6 —-453 -11.3 25.0 
India 341 136 512 211 422 236 -58 83. -39 1014 
Jordan — - 0:517 281 211 351 81 -6.5 -216 МА 
S Korea 724 1144 23.7 —12.9 -267 50.1 88 -49 87 302 
Mexico —192 223 127.8 963 17.7 -346 -78.0 136.1 204 487 
Thailand : 0.4. 187.7 43.2 -40.7 -129 —187. 211 397 -153 -—44 
Zimbabwe -11.6 —5. 8 714. 4 179.2 50.3 -56.7 -324 —241 = 8.0 191.4 


*The Telus are calculated as ттт "Assume ап Americam investor has $100 to invest in an emergi 
in a basket of actively traded stocks. Dividends may 


to dor domestic currency, the are 
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Korean folk Buk (drum) dance 


Korea Exchange Bank isn't just Korean. 
It'S international. 


jeing long regarded as the hallmark 
Korean financial leadership, we art 
now offering our services through 50 
overseas offices around the world 


We are a bank large enough to meet 
your financial services, yet flexible 
enough to provide detailed solutions to 
specific problems 





“Meeting the Banking Needs of 
the 1988 Seoul Olympics” „Ж 
: E. is 


дё When you need an international bar 
iM ^. staffed with financial experts who can 
E provide you with up-to-date financial 
information, you need Korea Fxchange 
Bank, Korea's largest banking in 
stitution 
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КОНЕН Жур EXCHANGE BANK 
— KOREA'S LEADING BANK — 


Head Office: C.P.O. Box 2924 Seoul Telex No: K24244, K24245, K27237, K27254 Cable Address: KOEXBANK SEOUL Tel.: 771-46 

Overseas: New York, Broadway Flushing, Los Angeles, Chicago, Seattle, Houston, Panama. Mexico City, Caracas, Sao Paulo, London, Paris, Frankfurt Hamburg, Amsterdam 

Zurich, Brussels, Vienna, Stockholm, Madrid, Bahrain Teheran, Nairobi, Tokyo, Osaka, Fukuoka Hong Kong, Singapore, Manila, Kuala Lumpur, Jakarta Bangkok 

Subsidiaries: California Korea Bank Los Angeles, Korea Exchange Bank of Canada Toronto, KEB Australia Ltd Sydney, KEB (Asia) Finance Ltd Hong Kong, Cairo Far East Bank S А.Е Cairo 
Lobi Bank of Nigeria Ltd 
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longest maturities of a co-financing loan 
from the commercial banks. A three-year 
pilot scheme covering all the Bank's co- 
financing aimed to use $500m of Bank 
money to raise another $1.5 billion from 
the commercial banks. By the end of the 
scheme last year the Bank had lent 
$400m, and had used that to squeeze $1.8 
billion more from the banks. 

The Bank has also pressed ahead with 
its idea for a Multilateral Investment 
Guarantee Agency (MiGA). After much 
stalling by some members, more than the 
required quota of rich and poor countries 
(including all eight of the big industrial 
countries) have at last signed on for the 
plan. Next week's meetings in Washing- 
ton should hear that MIGA will be able to 
start business in 1987. 

The agency will provide direct inves- 
tors from member countries with a guar- 
antee against non-commercial risk—that 
is, the risk that they will not be allowed to 
transfer their money home or to convert it 
to another currency, the risk of expropri- 
ation and nationalisation, and the risks of 
breach of government contract, war and 
civil unrest. (These guarantees apply only 
to investment in countries that are mem- 
bers of MIGA.) One study reckons that 
MIGA might have a guaranteed portfolio 
of projects worth around $2 billion by the 
end of the decade, and that a good share 
of that would not have reached the devel- 
oping countries otherwise. 

. A bias in favour of directly helping the 

private sector is also emerging on the 
operations side of the Bank. Policy-based 
lending is a good vehicle for it. Loans are 
being used, in effect, to soften the short- 
term political costs of deregulating mar- 
kets, liberalising trade regimes and stimu- 
lating the domestic supply of credit 
through free-market interest rates and 
new financial institutions. 

The Bank must take this much further, 
and seize the opportunity presented by 
the shift in the attitudes of developing- 
country governments. For instance, it 
could try to make greater use of local 
commercial banks for the dispersal of its 
loans—making sure, in other words, that 
private-sector enterprises get their share 
of the development cash. In Africa, 
where this approach could prove particu- 


туз” te a UO үрүү ast 


—. Лапу useful, the Bank made the first move 


during the 1970s, helping governments to 
set up development banks which could 
channel credit to local lenders and, 
thence, to a wide range of different sorts 
of entrepreneurs. (Yes, Africa has mil- 
lions of them.) This kind of lending, 
however, cuts across the Bank's skills in 
project finance, and does not sit comfort- 
ably with the newer model of policy- 
based finance. It never caught on in a big 
way, and it needs to do so. 

Another cue that the Bank might take 
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from the IFC is to use some of its in-house 
financial expertise not just to borrow 
money on the poor countries' behalf, but 
to give them the equivalent of the techni- 
cal *how-to" advice they have already 
been getting from the Bank's engineers. 
How to set up their own financial institu- 
tions. How to manage their debts and 
reduce their borrowing costs. How to 
raise non-debt-creating capital from the 
rich countries. How to mobilise their own 
savings. How to use the explosion of new 
financial-market techniques—for exam- 
ple, currency swaps, interest-rate swaps, 
options, futures, interest-rate caps—to 
spread their risks and to match the cur- 
rencies that flow in with the currencies 
that flow out. 

The elements of Mr Conable's private- 
sector campaign are already in place. But 
they are scattered, all too often, in divi- 
sions of the Bank that lie too far from the 
project-loan production line or, worse, in 
affiliate organisations such as MIGA and 
the ТЕС that are formally detached from 
the Bank altogether. That means they are 
taken less seriously in the core of the 
Bank than they should be. 


A developing Bank 

Big bureaucracies are always shy of 
change. On top of that natural reticence, 
the Bank faces real dilemmas in setting its 
priorities. It will be handicapped without 
the co-operation of the IMF, the commer- 
cial banks, the rich-country governments 
(especially America's) and, most impor- 
tant of all, the poor-country govern- 
ments. That is why the Bank must contin- 
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There's more than one form of educatio! 
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ue to appal many of its critics with its 
conservatism. Radical change is sure to 
upset somebody who really counts. 

But the risks. of being too shy are as 
great. This survey has argued that there is 
a plausible compromise between paralysis 
and revolution. The Bank should increase 
its lending, partly by raising and commit- 
ting more money and partly by disbursing 
it faster. From this it will gain policy 
leverage, which it should use to promote 
the private sector. The shift to more 
policy-based lending (sector loans as well 
as structural adjustment loans) can serve 
both objectives. The Bank should give 
the IFC more resources, and a bigger and 
more public role. It should back that up 
by using its in-house financial expertise to 
help borrowers fend for themselves in the 
international capital markets. 

To shove the Bank in its new direction 
the president will have to tamper with its 
structure. That will be hard, because it 
will cause howls of protest from many of 
the people whose trust and support he 
needs. But that structure has been built 
around the increasingly outmoded idea 
that the Bank is a designer and installer of 
projects. The pattern of work can alter 
only gradually and in the main the Bank 
will be a project lender for a long while 
yet. But the collective wisdom that goes 
with it should change at once, towards the 
idea of new sorts of financial assistance 
backed by carefully arranged and tactful- 
ly phrased guidance. A leader with the 
will to lead can turn the Bank on to that 
laudable course. Then the Bank really 
will be able to make the running. 
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ЁЗ CREDIT LYONNAIS 


THE BANK WITH THE POWER TO MAKE IT HAPPEN IN SEVENTY COUNTRIES. 








THE POWER 
TO MAKE IT HAPPEN 





CREATES 
TRADING OPPORTUNITIES | 


AROUND THE CLOCK, 
THE WORLD OVER. 


IN NEW YORK, LONDON, BRUSSELS, FRANK- 
FURT, ROTTERDAM, GENEVA, CREDIT LYON- 
NAIS TRADING ROOMS ARE HUMMING; SO ARE 
THOSE IN LUXEMBOURG, STOCKHOLM, MADRID, 
MILAN, MONTREAL, PANAMA, TOKYO, SINGA- 
PORE, SEOUL, TAIPEI, MANILA & CAIRO... 

CONNECTED TO EACH OTHER, THEY ARE 
ALSO LINKED TO TRADING ROOMS OF CREDIT 
LYONNAIS AFFILIATES IN SOUTH AMERICA 
AND THE MIDDLE EAST, SERVING CORPO- 
RATE CUSTOMERS ALL OVER THE WORLD, 
24 HOURS А DAY. 

BUT A TRADING ROOM, FOR US, IS NOT 
JUST THE PLACE WHERE MILLIONS OF 
DOLLARS ARE BOUGHT AND SOLD EACH DAY. 
IT IS ALSO THE HEART OF OUR ADVISORY 
SERVICES: OUR TRADERS SHARE THEIR 
REUTER SCREENS AND THEIR EXPERTISE 
WITH OUR CORPORATE CUSTOMERS, TO 
HELP THEM BOTH IN FOREIGN TRADE AND 
IN CASH MANAGEMENT, THE WORLD OVER, 
IN ANY CURRENCY, AROUND THE CLOCK. 

OUR GLOBAL ASSETS ADD UP TO 100 BIL_- 
LION DOLLARS, WE OPERATE IN 70 COUNTRIES. 
TRY US AS A PARTNER. WE KNOW HOW. 

























Bank of Montreal 
Capital Markets Group. 


Recognizing the importance of London 
as the world centre of merchant banking, 
Bank of Montreal opened its first 
foreign office there in 1818. 


Now, more than eight generations of 
experience later Bank of Montreal 
is pleased to announce its 
more recent initiative: | 
Bank of Montreal 
Capital Markets Limited. 


Bucklersbury House 
9 Queen Victoria Street, London, England EC4N 4XN 
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E Tony Whittaker Sydney: 
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Brian D. Watters | 
Managing Director Tokyo: | 
Thomas A. Teichman (03) 246-2981 
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PUBLIC LAW CREDIT INSTITUTION 


© 


ESTABLISHED IN 1919 


CAPITAL AND RESERVES 
LIT. 1,045,274,740,933 


PROVISIONS 
LIT. 1,259,454,448,158 


LOANS OUTSTANDING 
LIT. 18,847,628,859,420 


LOANS TO INDUSTRIAL. 
COMMERCIAL AND SERVICE 
COMPANIES 


MEDIUM AND 
LONG-TERM LOANS 

TO PUBLIC AUTHORITIES 
AND THEIR AGENCIES. 


- EXPORT CREDITS 


CREDIOP 
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HEAD OFFICE: 

ROME 

VIA QUINTINO SELLA. 2 
TEL. 06-47711 
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REGIONAL OFFICES: 
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.. The key to total satisfaction of client 





! Final decisions regarding all Mitsui 
Bank business operations in Europe are 
‘taken at Europe Division HQ in 

London. 


.ddressing Decisive 
Opportunity 


needs, in commercial and investment 
banking, is swift response capability. 
Mitsui’s international organisation is 
designed to provide just that. Mr. 
Heiichi Soda, Head of our Europe 
Division, does not refer decisions back 
to home base for approval. He decides 
on the spot. The rationale is simple: 
he understands local conditions best. 

























Mitsui offers clients skill and strength 
in fields traditional and fields new. In 
the complex and rapidly-changing 
Euromarket, our creativity in the 
arrangement and underwriting of 
sophisticated financial instruments is 
backed by our ability to act that much 
faster. The same applies throughout 
the whole range of our universal 
banking services. For investors and 
borrowers, streamlined service. 
Address your needs to Mitsui. You'll 
be sure of a swift response. 


C$ MITSUI BANK 


Head Office: 1-2, Yurakucho 1-сһоте, 
Chiyoda-ku, Tokyo 100, Japan Tel: (03) 501-1111 
Telex: J22378, 322559, J22643, J22644 

Europe Division Headquarters: 34/35 King Street, 
London EC2V 8ES, United Kingdom 

Tel: (01) 606-0611 — 7 

Telex: 888-519, 888-757, 888-902 


London, Brussels, Düsseldorf, Frankfurt, Madrid, Paris, 
Bahrain .— — o a a 

Mitsui Finance International: Limited, London 

Mitsui Finance (Switzerland) Limited, Zürich: 
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No time to boast 


It is, as Mr Nigel Lawson had hoped to 
point out to his fellow finance ministers in 
Washington this weekend, ten years since 
Britain last had a full-blown sterling cri- 
sis. This year, sterling's slide against other 

irrencies has been an elegant decline 

ther than an ungainly slump. The 
pound's most recent slither to its lowest- 
ever level against other currencies has 
rated barely a paragraph or two on news- 
paper front pages. But then on Wednes- 
day, with sterling already under heavy 
pressure, the government owned up to a 
truly awful set of trade figures. Both the 
current-account and trade deficits shot to 
record levels. Britain's prospects sudden- 
ly seemed less secure. 

Since the end of April the pound has 
fallen 14% against the yen, and 12% 
against the D-mark (see left-hand chart). 
One reason its decline has attracted so 
little attention has been the comparative 
stability of the sterling-dollar rate: over 
the same period, the pound fell only 7% 
against the dollar. Another is that some 
slippage in sterling had seemed a natu- 
ral—and desirable—result of this year's 
collapse in oil prices. But the new trade 

gures suggest that something else is 
aing wrong. 

Just what that "something" is, no- 
body quite knows. August's seasonally- 
adjusted trade deficit was £1.5 billion, 


So what else is new? 


The € against: 





the dollar 
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compared with £588m in July, while the 
current account shifted from July's tiny 
surplus to a thumping deficit of £886m. 
Both of these deficits are much worse 
than expected: most City pundits had 
told their clients to expect figures not 
much different from July's. The govern- 
ment's statisticians are at a loss to ex- 
plain what has happened: they invoked 
no diamond sales, no jumbo jets, no 
dock strikes. Nothing was odd about 
August's trade in oil, they said. Non-oil 
exports were down across the board— 
falling by 8% in volume terms com- 
pared with July—and imports were up 
by 7%. 

Barring miracles, the Treasury's fore- 
cast of a current-account surplus of £3.5 
billion this year has been shot to pieces. 
In the first eight months of the year, the 
cumulative surplus adds up to a piffling 
£68m. True, the recent weakness of ster- 
ling has improved the competitiveness of 
British industry (by making exports 
cheaper for foreigners and imports dearer 
for Britons). That will help to cut the 
trade deficit next year. But until those 
price effects make themselves felt on the 
volumes of goods bought and sold, they 
could make the deficit even bigger, by 
reducing exports and increasing imports 
in cash terms. 

This sickly outlook for trade has politi- 
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current-account 





cal consequences for Mr Lawson. If for- 
eign investors take fright, it may need a 
steep rise in interest rates to avert a full- 
scale run on the pound, The money 
markets began to anticipate this in mid- 
week, by pushing up long-term bond rates 
(over which the government has relative- 
ly little control) one-fifth of a percentage 
point on Wednesday. 

It would be embarrassing for Mr Law- 
son to be forced to raise interest rates just 
before embarking for Washington, where 
his opposite number in America’s Trea- 
sury, Mr James Baker, will be trying to 
get Western Europe and Japan to stimu- 
late their economies. And at next month’s 
Tory party conference, Mr Lawson may 
find it hard to sound cheerful about a 
vanished current-account surplus, а 
weaker pound and a hike in interest rates. 

The latest falls in sterling have hap- 
pened in spite of conspicuous interven- 
tion in support of the pound by the Bank 
of England. The financial markets took 
this as a signal that the Treasury is keen to 
avoid an increase in interest rates for as 
long as it can. The chancellor's best hope 
now is that Mr Baker succeeds in per- 
suading West Germany and Japan—but 
especially West Germany—to cut interest 
rates. That would leave Britain’s rates 
even further out of line with those in the 
other big countries—enough out of line, 
perhaps, to keep sterling assets attractive 
to foreign investors. 


Next year looks glummer ' 

The trade deficit suggests that growth 
next year may be slower than the Trea- 
sury had hoped. Officials will soon com- 
plete a new set of forecasts as part of the 
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chancellors autumn statement on eco- 
nomic policy. They had expected a cur- 
rent account roughly in balance next year, 
and GDP growth of perhaps 34%, with a 
slowdown to around 23% in 1988. Until 
this week, only the National Institute of 
Economic and Social Research predicted 
growth of less than 2% next year. The 
Institute forecast that the current account 
would be in deficit to the tune of nearly £6 
billion next year—two or three times 
bigger than the deficit predicted by most 
other forecasters. Suddenly, that pessi- 
mism seems more plausible. 


Liberal party 
Nuked 


The Liberal party may have made it 
easier for Mrs Thatcher to win the next 
general election. That must be the main 
effect of the humiliation of its leader, Mr 
David Steel, in the vote on defence policy 
at the Liberal assembly at Eastbourne. 
Political credibility has for half a century 
been the Liberals' greatest lack. So it was 
this week. 

Last week, Mr Steel's Alliance partner, 
Dr David Owen, had easily persuaded his 
Social Democratic party's conference to 
back the new defence policy on which 
both leaders were agreed. This was the 
eventual replacement of Britain's inde- 
pendent nuclear deterrent, based on the 
Polaris system, by a joint Anglo-French 
capability. That policy replaced the rec- 
ommendation made in the report of the 
joint spP/Liberal commission on defence 
in June this year to leave open until after 
the election the decision "on whether, 
and if so how, British nuclear weapons 
are maintained after Polaris". Dr Owen 
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had claimed that the commission's recom- 
mendation lacked credibility. 

Mr Steel and his closest colleagues 
believed that they could get the backing 
of their party for the Anglo-French com- 
promise. At the conference, he was nar- 
rowly defeated by 652 votes to 625 on an 
amendment which added to the motion 
the words "provided that such a defence 
capability is non-nuclear”. 

This position, unless modified, could 
make Alliance defence policy less attrac- 
tive to marginal voters from both Labour 
and Tory parties. As the Liberals have 
not gone non-nuclear yet—they will keep 
Polaris until it is obsolete—they may not 
attract those Labour unilateralists who 
are frightened by the economic policies of 
the hard left. More important, Tory vot- 
ers who are disenchanted with the rigours 
of Thatcherism would hesitate before 
voting for a party that seems determined 
eventually to become unilateralist. 

The fiasco had five separate causes: an 
ill-thought-out policy, incompetent tac- 
tics, poor presentation, complacency 
among Liberal party managers and a 
highly suspect voting system. 

It became clear during the debate that 
the Anglo-French proposal was the prod- 
uct of little more than a couple of days of 
discussion between Dr Owen and Mr 
Steel and the French political leaders, 
who had expressed polite interest. At 
least the joint-commission proposal to 
keep options open could have been pre- 
sented as increasingly credible during a 
period of rapid development in Soviet- 
American disarmament negotiations. 

Mr Steel does not seem to have warned 
Dr Owen of the difficulties. Right up to 
the debate, the Liberal party leadership 
had given the impression that Mr Steel 
would win the vote. Yet the Liberal 


Steel's deal... 


assembly is always unpredictable, and 
usually unrepresentative of the member- 
ship. Those who attend are in general 
self-selected party activists, many of them 
young and idealistic, whose anarchistic 
tendencies make them resistant to strong 
leadership. A confident joint television 
appearance of the two Davids at the 
weekend was seen by some delegates as 
an arrogant pre-emption of their 
decision. 

The Campaign for Nuclear Disarma- 
ment had been active, importing to East- 
bourne the night before the debate its 
vice chairman, Monsignor Bruce Kent. 
He stirred a packed meeting with his 
appeal to delegates to be true to their 
Liberal principles and to reject the au- 
thoritarianism of Dr Owen. 

The anti-nuclear speakers had by far 
the best of the debate. They presented 
the Anglo-French proposals as a sordi* 
political deal. Two Liberal members с 
Parliament, Mr Michael Meadowcroft 
and Mr Simon Hughes, warned delegates 
that if they betrayed their principles they 
could never again trust their values. Had 
Mr Steel intervened to put the choice 
between political credibility and princi- 
ple, the result might have been different; 
but he did not. 

The way the vote was taken was ama- 
teur in the extreme. Stewards walked 
round counting raised hands: a difficult 
process in a packed hall holding 2,000, 
some of whom were members of the 
public admitted as spectators on the pay- 
ment of 50р. In the event, fewer than 
1,300 of the 1,800 entitled to vote ap- 
peared to have done so. With a majority 
of only 27, a recount would have been 
normal in any properly conducted ballot. 

Various options to extract Mr Steel 
from the muddle were being canvassed 
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after the vote. They include a further 
special party assembly, a postal ballot of 
the membership, a recall of the joint SDP/ 
Liberal defence commission or a confer- 
ence of Alliance parliamentary candi- 
dates. Mr Steel will almost certainly press 
ahead with bilateral discussion with Dr 
Owen and the Europeans. What the Lib- 
erals put in their manifesto will be largely 
up to Mr Steel. What Liberal candidates 
say on the doorstep will be up to them. 
Mr Cyril Smith, the maverick but popular 
MP for Rochdale, put a widely held view: 
“It is inconceivable that we should enter 
the election like this." 


AIDS 
Bound to get worse 


"nmigrants from Tanzania, Uganda and 
ambia will probably not, after all, be 
screened for the AIDS virus. That is just as 
well. Although Saudi Arabia and the 
United Arab Emirates make AIDS-screen- 
ing mandatory for many immigrants, no 
western country does. It is likely that 
more infected people enter Britain from 
America than from African countries. 

Screening of immigrants, from Africa, 
or anywhere else, would do little to slow 
the spread of the disease. At the end of 
August, only 490 full clinical cases of AIDS 
in Britain had been reported, half of 
whom had died. This puts Britain ninth in 
the world, well behind not only America 
but also France and West Germany. Un- 
happily, these figures will rise. About 
40,000 people in Britain are believed to 
be infected with the Human Immunodefi- 
ciency Virus (HIV) that causes AIDS. Over 
the next four to five years, up to a third of 
these are likely to develop full symptoms. 

| 1982, 400 cases of AIDS had been 
-.agnosed in America: but by 1986, the 
figure had risen to 20,000. Understand- 
ably, Sir Donald Acheson, the govern- 
ment's chief medical officer, considers 
AIDS to be the most serious threat to 
public health this century. 

Most cases in Britain have been in 
London, with over 80% of this year's 
cases in the four Thames regional health 
authorities’ areas. The government has 
given these regions more than £2m extra 
cash for 1986-87, but that is barely 
enough to cover the £7,000 average cost 
of each inpatient case. Much more will be 
needed in future. In the current public- 
spending discussions, the social-services 
secretary, Mr Norman Fowler, is no 
doubt telling the Treasury that this is one 
more reason for increasing the health 
budget. 

More money is not enough. Changing 
people's behaviour—particularly sexual 
behaviour—matters most. So the govern- 
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A little more learning 


Evening classes in continental patisserie 
and Japanese are oversubscribed in 
Camden, north London, this year. In the 
past two weeks, knowledge-hungry 
adults have been queuing up at schools, 
colleges and other institutions through- 
out Britain to sign on for courses ranging 
from the practical (chemical engineer- 
ing) to the trendy (intermediate Basque) 
and the sublime (Hatha yoga for the 
over-60s). In inner London alone, 
500,000 adults attend more than 7,000 
different courses, instructed by 24,000 
mainly part-time teachers. Many stu- 
dents are there to improve their job 
prospects. Many more simply find the 
classes fun. They offer splendid bar- 
gains: in London, a term of two-hour 
lessons costs £10 for those with a wage, 
£1 for those without. 

The unemployed, who account for 
about a quarter of all adult students, 
enrol both to get more useful skills and 
to use their enforced leisure construc- 
tively. “Access” courses help them back 
into education by teaching the three Rs 
to those who never got to grips with them 
at school. There is heavy demand for 
training to update job-related skills— 
such as teaching typists to use word 
processers. Courses on how to set up a 
business, a co-op or a consultancy are 
starting to catch on. But subjects such as 
pottery, physical fitness and French are 
still the most popular. 


Worth waiting for 


ment has launched a £2m newspaper 
advertising campaign, castigated by doc- 
tors as too little, too late and too squea- 
mish. Professor Michael Adler of the 
Middlesex hospital would like to see 
advertising on television and radio, and a 
nationwide delivery of explicit leaflets, to 
shock people into prudent sex lives. 


The range of choice can be confusing: 
a 300-page directory produced by the 
Inner London Education Authority 
(ILEA) simply lists the courses available 
from 57 adult education institutes, col- 
leges, polytechnics and universities. 
Sometimes the same course is offered 
both at a further-education college and 
at an evening-class institute in the same 
area. One way to stop such duplication 
might be to copy the American idea of 
community colleges, bringing academic 
and less formal types of learning on to 
one site. But some ILEA officials say that 
would mean the academic courses got 
the best buildings and teachers, and the 
less rigorous subjects would stop attract- 
ing adults who would be intimidated by a 
college environment. : 

Not that informal adult education— 
for all its popularity—is generously treat- 
ed now: nationally it gets only 0.6%, and 
in ILEA 4%, of public money for educa- 
tion. One reason is that local authorities 
have no statutory duty to make any 
provision at all: a situation the Labour 
party would like to reverse. Staunchly 
Conservative Bromley in outer London 
sees evening classes as havens for lefty 
basket-weavers, and has recently cut the 
number of teachers and courses. But all 
is not party politics: neighbouring Croy- 
don, also Tory-controlled, has been ex- 
panding its programme, while Militant 
Liverpool has made severe cuts. 





The disease is also being spread among 
intravenous drug abusers who share nee- 
dies. In Edinburgh, in particular, some 
estimates suggest that more than half the 
city's drug addicts carry the AIDS virus. 
The Scottish Office has just published a 
report by medical experts recommending 
that doctors should be able to issue free 
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Grim, getting grimmer 


needles and syringes to drug addicts. Dr 
Tony Pinching of St Mary's Hospital, 
Paddington, believes that experience in 
Amsterdam—the only city so far to have 
tried free issue of needles—shows that it 
is an effective way to stop AIDS from 
spreading. Everybody should hope that 
the new Scottish health minister, Lord 
Glenarthur, will be less nervous about 


appearing to encourage drug abuse than 
was his predecessor, Mr John Mackay. 

The life-assurance industry is taking 
steps to avoid making the huge pay-outs 
that hit American life companies in the 
early days of AIDS. Before next year, 
most companies will include an AIDS- 
related question on their policy forms. 
People who admit to being infected with 
HIV may be refused insurance, or have to 
pay higher premiums. 


Housing associations 


The Treasury 
unfreezes 





Slowly, slowly, the Treasury is relaxing its 
opposition to the mix of public and pri- 
vate finance to provide rented housing. 
Britain's 2,600 housing associations, with 
their public cash constrained, have been 
eager to find other sources. The Housing 
Corporation, which doles out their public 
rations, has been just as keen. Some big 
building societies have been ready to 


Poor unloved kiosks 


Languishing in the docks of Los Angeles 
are two British telephone boxes, des- 
tined to be converted into showers or 
bars in Californian homes but already 
conversation pieces of an unintended 
kind. They have become the subject of 
earnest discussions involving the Depart- 
ment of Trade and Industry, the first 
secretary (commercial) of the British 
embassy in Washington, the European 
Commission in Brussels and the Ameri- 
can Commerce Department; even Sir 
Geoffrey Howe was briefed on them 
during his recent visit to Washington. 

The boxes, of the familiar Giles Gil- 
bert Scott design, are two of the nearly 
60,000 traditional kiosks that British Te- 
lecom is getting rid of in the next ten 
years. Many are being bought by the 
London Telephone Box Company for 
export to America, where they are al- 
ready in demand as curios; the American 
market for converted kiosks could find 
homes for 30,000 of them. But they are 
made of cast iron and, as such, according 
to the American Commerce Depart- 
ment, are subject to an EEC steel agree- 
ment. In the face of cheaper imports, 
America's high-cost iron and steel indus- 
try is being obliged to bend and bow. Its 
protectionist defenders are in no mood 
to be helpful—even about old telephone 
boxes. 

The dispute is made even more absurd 
by the fact that Britain is getting rid of its 
distinctive, unmistakably British boxes 
in favour of new ones based on Ameri- 
can designs. Indeed, British Telecom has 


already imported 330 boxes from Ameri- 
ca as prototypes. without running foul of 
EEC or American trade regulations. The 
pity is that the incident directly affects 
only the small British exporter, not BT, 
which is unlikely therefore to reconsider 
a policy of official systematic vandalism 
unrivalled in Britain since the 1960s. BT 
says the kiosks have to go because they 


Victims of official vandalism 


lend. City money could be raised. But 
Treasury fears about public spending 
(and about too much of anybody's money 
going into housing) have always stood in 
the way. 

Now the Treasury has given the go- 
ahead for a scheme costing some £15m to 
provide 600 dwellings on a greenfield site 
near Cardiff. The houses will be let on 
"assured" tenancies—effectively offering 
security of tenure but free of rent con- 
trol—at rents about 10% above the con- 
trolled level. The city council will contrib- 
ute the site and public works: say 
£1m-worth in all. The Housing Corpora- 
tion, through two housing associations, 
will put in another £34m or so, the rest 
coming in an index-linked loan from the 
Halifax Building Society. Provided the 
public input is thus limited to 30% of the 
total, the Treasury—to the surprise of 
those who have been battering at its brick 
wall for years—is content. 

The explanation was lobbying from the 
Welsh Office, but the Treasury cannot 
prevent others urging this as a precedent 
elsewhere. And a much bigger scheme, of 
a different sort, is making progress in 


are too difficult to get into if you are 
disabled, too expensive to paint and to 
clean, too easy to rob and to damage. 

BT lost £20m on its pay telephones in 
1985-86. The financial cost of replacing 
them with aluminium-and-smoked-glass- 
garnished-with-plastic ones will be 
£160m over ten years (including new 
equipment). The cost in terms of erosion 
of one piece of the British urban land- 
scape that was distinguished and well 
designed will be much greater. 
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England. North Housing Association, the 
giant of the movement and. based in 
Newcastle, has been working to raise up 
to £100m in the City of London for 3,500- 
4,000 dwellings. 

Here the direct public input would be 
more limited. North Housing, unlike 
most housing associations, has lots of 
older properties; by mortgaging them, it 
hopes to raise £12m. The rest would be 
secured on the new houses, to be let. on 
assured tenancies. But various local coun- 
cils would contribute sites, and іп part 
guarantee the City's money. The Treasury 
has always looked on public guarantees as 
next of kin to public spending. Now there 
are signs of a new flexibility. Within two 
months, if all goes smoothlyin Whitehall, it 
will have approved the deal. В 


Drugs at work | 
ligh on the firm's 
time 


Drug addicts are not all down-and-outs. 


Over a quarter of clients at Britain's drug 


clinics are working, and the government 
fears that drug users, like alcoholics, are 
starting. to cost their employers a lot of 
‘money. Work days missed because of 
drinking are reckoned to cost £600m a 
year; nobody knows the bill for drug 
abuse, but it is thought to be growing fast, 
along with the number of addicts—now 
estimated at around 100,000. 

The Confederation of British Industry 
(СВІ). identifies line managers, salesmen 
and senior managers as among the most 
vulnerable groups. Workers under pres- 
sure occasionally experiment with heroin 
or cocaine; far more often they become 

` »endent on tranquillisers or amphet- 
ines. The stakes are raised by the 
increasing sophistication of many jobs; a 
drugged computer operator can cause 
more damage than adrugged typist. 

Employers at a recent conference on 
drink and drugs at work were told by the 
social-services secretary. Mr Norman 
Fowler, that taking the problem seriously 
is a matter of enlightened self-interest. 
But it was clear that the most some firms 
had ever done was to spend £350 sending 
à delegate to the conference. The СВІ is 
now urging its members to help their staff 
kick the drugs habit. In a recent booklet it 
warns employers against "colluding" with 
drug-takers by simply moving them to less 
dangerous jobs, and it points out that the 
simplest solution—sacking them-—can re- 
sult in actions for unfair dismissal. 

The СВІ says that drug advice from the 
firm should not be seen as “паппуіпр”. 
But in practice, personnel officers have 
found it hard enough to counsel alcohol- 











_ ics, who are not likely to be honest if they 


feel their jobs could be on the line. Drugs 
present the. added problems of being 
illegal and little understood by the over- 
40s, who often run staff welfare... 

One solution is the use of. Employee 
Assistance — Programmes—-independent 
counselling services to which managers 
can refer employees. Already. well-estab- 
lished in the United States—80?6 of For- 
tune 500 firms use them-—such pro- 
grammes have recently been adopted in 
Britain by half-a-dozen American compa- 
nies. An employee who seems to be 
working below par can be referred to a 
counsellor who will not report back to the 
manager.. With drugs, where in some 
cases the law would require an employer 
to notify the police, the guarantee of 
confidentiality is particularly. important. 
But the сві booklet does not even men- 
tion these programmes, sticking to the old 
British idea that welfare advice can be 
kept in-house. 


Theatre 
Alas, poor drama 


With a fine sense of casting, the Arts 
Council last January asked a specialist in 
bankruptcy, Sir Kenneth Cork, to take a 
look at another financially wobbly indus- 
try: Britain's theatre. His committee has 
just produced a report which points an 
accusing finger at the Arts Council itself, 
forced by the squeeze on its own cash to 








cut grants to theatres. The Arts Council 
should be delighted; it can use the report 
to strengthen its own plea for more mon- 
ey from the government. 

Sir Kenneth’s findings suggest that the 
complaints of disgruntled theatre employ- 
ees are not simply melodramatics. Be- 
tween 1979 and 1986, Arts Council fi- 
nance for the theatre (excluding opera 
and ballet) has dropped by 5% in real 
terms. Support for companies to take 
productions on tour has dropped by much 


more: by 46% since 1977. 


Most theatres have coped with their 
Sttaitened- cireumstances—by opening 


restaurants, raising ticket prices and cut- 











ting administrative costs. In real terms, 
income for each ticket sold in the subsi- 
dised sector has risen by 51% in the past — 
decade. Some have found economies on- 
stage, with curious results: new plays - 
form only 7% of the repertoires of. 
wealthier southern theatres (excluding 
London) but 17% in the poorer north. 
The reason? New plays are often written 
for two or three actors, with minimal sets. 
Jobs for actors in regional theatres have 
dropped by around 14% in the past 
decade. 
The devolution of arts planning to the 


regions and the strengthening of the the- - 


atre outside London were the keystones, 
of the Arts Council's own policy docu- 
ment, "Glory of the Garden". "In real” 
terms", says the report tartly, “the effect 
of Glory of the Garden has been to 
restore theatres in Leicester and Sheffield © 
to their 1978-79 levels of Arts Council 
funding and to leave most other theatres 
slightly less well off." 

One reason for the squeeze on regional 
drama has been the rise in the share of | 
support taken by the National Theatre 
and the Royal Shakespeare Company. 
Together, they now receive 47% of the 
Arts Council’s total drama grant. Fifteen 
years ago, their share was only 30%: since. 
then, each has moved into expensive new 
premises. The committee wants these 
companies to work harder for their mon- < 
ey, undertake more touring to the regions 
and act as hosts to foreign companies. 

Sir Kenneth thinks regional arts associ- 
ations should be beefed up by giving them 
responsibility for local theatre. He calls 
for six new “national theatres" in the 
provinces. That will need cash. His com- 
mittee wants a new Theatre Development 
Fund, armed with £5m of government 
money and a promise of greater stability. 
It proposes that the Arts Council's grant 
from central government be made on a 
three-year rolling basis, and that sponsor- 
ship should be encouraged through tax: 
concessions. The report has some sensis 
ble thoughts on greater interchange be- - 
tween subsidised and commercial theatre, 
and asks for a levy that television compa- 
nies and the BBC would pay in recognition 
of the training-ground that live theatre 
provides for actors and writers. 


Fire services 


Doing well, could 
do much better 





English firemen have high skills and mo- 
rale. They are well managed and well led. 
‘Yet, at £650m a year, the fire service costs 
a third more per citizen than in Holland, 
according to a new Audit Commission 
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nental countries are much lower in pro- 
portion to population. Why? Two reasons 
are no fault of the English firemen. In 
England, one call-out in three is mali- 
cious; in Holland virtually none. One 
explanation may be that the Dutch have 
more civic sense; a more probable one is 
that they have a telephone system that 
can instantly display the number of the 
telephone being used to make the call. 
Secondly, the Dutch have fewer fires; 
indeed, their costs per fire are not lower 


‘ 


but higher. 
Proléssional femen But the main difference is in conditions 
of service. There are 6095 fewer profes- 
ку Eo pp Volunteer tremen sional firemen in Holland, but they work 
RO 3 \ (or sleep on duty through) longer hours: 
ANN Сара! costs 56 a week, aput 42 in Britain, and 
Other costs net of without Britain's virtual ban on overtime. 


income 
Mere added upward to reflect different size o! population 
Source; Audit Commission 


In return, their pay, allowing for cost-of- 

living differences, is about 25% higher. 
The Dutch—except in their big cities— 

study. After looking at 36 out of the 54 use far more cheap, part-time, volunteer ; : 

fire brigades in England and Wales, the — firemen, people with other jobs but on call. Not a job for amateurs. 

commission is politer to them than to They bring in volunteers around a nucleus 

other local-government services it has of full-time professionals. In England and daytime fires are much more frequent than 

studied. It found some brigades cost Wales, the two are kept apart. So about night-time ones. Instead, expensive full- 

much more than others, but this was not 1,500 British pumps are manned almost timers are kept hanging around or sleeping 

the result of mismanagement or extrava- entirely by part-timers; 900 are manned оп site with little to do. And though many 

gance. Value-for-money improvements professionally day and night; just 100 are һауе second jobs in their time off (normal- 

might save 24% of costs, against 10-15% professionally manned in daytime only, ly, four full days in every eight), the one 

in other council services. withpart-timersoncallatothertimes. That thing they are not allowed to do is to stand 
Yet costs in Holland and other conti- last would often be the best system, since Бу as part-timers. 








Soulmates sought 


Oxford University's most terrifying aca- 
demic ordeal is not, whatever most re- 
cent graduates think, the Final Honours 
School. This marathon of a dozen or so 
papers, taken in the space of ten days at 
the end of three or four years at universi- 
ty, alone determines whether a student 
will graduate with a good BA (Oxon). 
But there is something even worse than 
finals: and this year 30 students have 
come back to Oxford barely three 
months after finals to undergo it. On 
Thursday, they started a new exam: to 
become Prize Fellows of All Souls. 

All Souls (more precisely, the College 
of All Souls of the Faithful Departed in 
the University of Oxford) is a foundation 
which was set up by a king and an 
archbishop in 1438 to pray for all Chris- 
tian souls, and especially those who fell 
in the wars against France. It is the only 
Oxford college to have no students, but 
its fellows put it in a class apart. They 
include a large sample of Britain's most 
distinguished academics; and a clutch of 
public figures such as Lord Hailsham 
(the lord chancellor), Sir Keith Joseph 
(erstwhile education secretary), and Mr 
William Waldegrave (junior environ- 
ment minister). The prize fellowships are 
reserved for young Oxford graduates. 
Each year there can be two new fellow- 
ships, provided two sufficiently clever 


candidates appear. 

The salary is appalling, the perks su- 
perb. Fellowships last for seven years. 
For the first two, the prize fellows re- 
ceive a stipend of £4,655 a year (under 
review), free rooms in college and din- 
ners in "Hall". They do not have to do 
any teaching or research, though most 
will be working for doctorates. The only 
formal requirement is that they "pernoc- 
tate" (spend the night in Oxford) for 84 
days in the first year. 

By tradition, a fellowship of All Souls 
is the summum bonum of academic life. 
Rare is the fellow who omits to mention 
All Souls on the dust jackets of his 
books. And in what other job could a 21- 
year-old hope to sup with the lord chan- 
cellor, and live gratis for seven years in a 
well-proportioned set of panelled rooms 
overlooking a Hawksmoor chapel? 

Selection is rigorous. There are six 
papers. set by the fellows themselves. 
The first two are in the candidate's own 
subject. The second two are general 
papers. designed to test cultural credibil- 
ity. with essay topics like "Has the 
symphony got à future?", or "What can 
students of the ancient world learn from 
structural anthropology?" 

The college once expected an appli- 
cant to be not merely polymath, but also 
polyglot: there used to be an interview in 





which he (not she, for women were 
admitted only from 1979 onwards) would 
be handed a text to translate, in whatev- 
er language the fellows chose. No longer: 
aspiring prize fellows are allowed to name 
theirlanguages, and merely have to write a 
fiendish translation paper. The final paper 
is the All Souls speciality—a single essay, 
to be written in three hours. with a one- 
word title. Last year's was “Discretion”; a 
few years ago, it was "Green". 

After the papers have been marked, 
the half-dozen or so shortlisted candi- 
dates are invited to the college common 
room one at a time for a viva. There they 
find the fellows assembled, ready to ask 
about their papers. They will include 
some of the biggest names in the subject: 
Mr David Pannick for lawyers, Professor 
Amartya Sen for economists, Mr Derek 
Parfit for philosophers. The college used 
to invite all the candidates to a special 
dinner (black tie, Saturday night); and 
the rumour was that table manners were 
carefully observed. Now only the short- 
listed candidates are fed. 

On November Ist (the Saturday clos- 
est to All Souls’ day), the fellows will 
meet again to make their choice. But 
there is a worry for the winners: the 
bright lights of All Souls, says one fel- 
low, cannot illuminate the darkening 
landscape of the academic market. 
Translation: even for a prize fellow, 
there is no guarantee of a job as a don at 
the end of the seven years. 
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The IMF's managing director, 
Jacques de Larosiére, will step 
down at the end of this year. 





Europe's finance ministers met at the 
Gleneagles golf course in Scotland, 
and agreed to support the dollar. It. 
duly firmed. In Washington, Paul 
Volcker said the dollar was 
"reasonably close” to its right level. 


‘The weakness of the franc prompted 
France's finance minister to 
postpone scrapping the most 
important French exchange 
controls. 


The GATT nations agreed to a new 

. round of global trading talks, with 
agriculture prominent on the agenda. 
Separate (but equal?) talks will 
discuss trade in services. 





: Hutchison Whampoa, a Hongkong 

; trading company, bought а close-to- 

: §% stake in Pearson, a British 
; publishing-to-banking concern. It may 
- buy more. 


; Italy's Carlo de Benedetti sought 
control of Presses de la Cité, 

.. France's second-largest publishing 
group. 


West Germany's trade unions sold 

Neue Heimat, their deeply-indebted 
г housing concern, to ап obscure 

Berlin baker called Horst Schiesser, 








BUSINESS THE 





Philips, a Dutch consumer- 
electronics multinational, is holding 


joint-venture talks with Whirlpool, an 
. American white-goods company. 


The Libyan government sold its stake 
in Fiat for $3.2 billion to a holding 
company of the Agnelli family which 
has retained half of it and has sold 
the other half through a Deutsche 
Bank syndicate. 





The offer for sale of Britain’s Trustee 
Savings Bank closed with a 
stampede by applicants for shares. 
Stags are expected to make a killing. 


China signed contracts with 
European companies for the 
construction of the $4 billion Daya 
Bay nuclear power station, despite 
protests from Hongkong. 


Honda became the first Japanese 





In a large industrial shakeout, the 
South Korean government has 
authorised the takeover of 28 ailing 
companies by 11 more robust 
concerns. 


Now under the ownership of Japan's 
Sumitomo Rubber, Dunlop's old 


British tyre plants are expected to 


break even by the end of this year. 


America's Honeywell talked about 
merging its computer operations with 
Japan's NEC and France's Bull. 


Marine Midland agreed to buy First 
Pennsylvania for $585m, if regulators 
agree. 


Britain and America agreed to co- 
operate more closely on hunting 
insider traders and fraudsters in 
their financial markets. 


- China's Long March rockets 


captured their first American 
customer— Western Union, whose 
Westar satellite is to be launched by 
March 1988. 


The Brazilian government has 
slashed its taxes on beef to stimulate 
supply and calm protests over 
shortages. The move will inflate the 
government's budget deficit. 


LLL RAEES 





























































company to manufacture car engines | Economic and financial indicators 
reputedly for a token DM1. in America. are on pages 107-108. 
los Re 
Corporate scorecard 
Peeters nnn ppp 
Net % change % change 
: profit oncom Sales on comp . 
Company Period $m* ; period** $m* period" Comment 
Bank Hapoalim Н Jun 30 11 ШЕ — — Шу big Israeli bank blamed low interest rates for its 1196 drop їп 
2 . profits. | 
+ Flat H Jun 30 1,050f +100 9.130 +10 Italy's revived cars-to-robots gou strengthened its position in 
3 Europe's small-car market and reduced its debt-service charges. 
General Mills Q Aug 24 +60 +25 1,190 +13 The American packaged foods, restaurants and speciality retail- 
Г ing group did well in all three sectors. 
Generali Y Dec 31 175 435 — — Nearly three-quarters. of the profits of Italy's leading insurance 
group came from overseas. Half its net earnings were generated 
E by its life insurance business: ~. 
Lasmo H Jun 30 15 —86 130 -48 Unstable ой prices caused the British oil-and-gas-exploration 
company to say it could not make a profit forecast: 
-- Logica Y Jun 30 10+ +36 125 +40 Ву pulling out of its office automation activities, the British 
finance-to-defence group has reversed two years of operating 
| losses in America. 
l'Oreal H Jun 30 66 *16 1,300 *4 The benefits of a restructuring of the French cosmetics anu 
i А pharmaceutical company are beginning to come through. 
SE-Banken E Aug 31 400 +48 — — Falling interest rates allowed Sweden's leading bank to improve 
2 its margins and so increase its profits. 
Y = Year ended. Н Hall-year ended. = Quarter ended. = S months ended. () = Loss. “Converted ataverage exchange rates. ""Basedon focal currency figures. ў = Pre-tax profit. 
















These Bonds having been sold outside № 
this announcement appears asa matter of record only.- 


a 'aland and the United States of ‘America, 
Y Newissue o | S m mm : September 1986. 
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Swiss Francs 150 000 000 
5 % Bonds 1986-1993 


guaranteed by and with detachable options 
exercisable into ordinary shares of 


. CHASE CORPORATION LIMITED 


Auckland, New Zealand 





SODITIC S.A. 

. LLOYDS BANK PLC | BANK HEUSSER & CIE AG 
BANCA UNIONE DI CREDITO ROBERT FLEMING AG a 
AMRO BANK UND FINANZ 

г Banque Kleinwort Benson SA -—... Banque Paribas (Suisse) S.A. a 
Banque Scandinave en Suisse — — Citicorp Investment Bank (Switzerland) | 
The Industrial Bank of = AG | à Se _ Societe Bancaire Julius Baer S. A. 





with the cooperation of. 


Australsuisse Securities Limited A c. Goode & со. Ltd. 





WORLD BUSINESS 





The family moves in as the 
Libyans move out 


When Mr Giovanni Agnelli, the chair- 
man of Fiat, and Mr Cesare Romiti, the 
company's managing director, went to a 
discreet meeting with Mr Bettino Craxi, 
the Italian prime minister, on September 

7th it was assumed they would be dis- 

issing an offer from Fiat to take over 
Alfa Romeo, the sickly state-owned car 
firm. Instead, Mr Agnelli was giving Mr 
Craxi advance notice that, after months 
of ticklish negotiations, Colonel Qadda- 
fi's Libyan government had agreed to sell 
its 15.2% shareholding in Italy's largest 
listed company. As if to reinforce the 
deal, the Italian government shortly af- 
terwards announced the signing of an 
agreement with the Reagan administra- 
tion which will allow Italian firms to bid 
directly for research contracts for Ameri- 
ca's star wars programme. 

Mr Agnelli is delighted by the out- 
come. He wants an increasing share of 
Fiat's profits to come from defence work, 
less exposed to turns in the business cycle 
than cars; he has got rid of an embarrass- 
ing shareholder; and he has strengthened 
his family's control over the company that 
his grandfather founded. 

Under the deal with the Libyans, IFI, a 
private company controlled by the Ag- 
nelli family, is to buy the Qaddafi govern- 
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ment’s shareholding for $3.2 billion. Half 
of its ordinary shares (plus some prefer- 
ence shares and non-voting savings 
shares) has been sold by a syndicate put 
together by Deutsche Bank. 

IFI is to retain the remaining half of 
Libya's ordinary shares, increasing the 
Agnelli family's stake from 32% to about 
40%. IFI is paying for the purchase by 
issuing convertible bonds in three of its 
subsidiaries—Toro, an insurance group, 
and Saes and Mito, two financial holding 
companies. But Fiat-controlled compa- 
nies will subscribe to these bonds, indi- 
rectly allowing Fiat to buy its own shares 
without having to hold an extraordinary 
general meeting of shareholders. 

Mr Agnelli is obsessed with the pros- 
pect of Fiat picking up star wars con- 
tracts, and the access to high technology 
that will go with them. Fiat already gets 
10% of its sales from war machines, 
ranging from helicopter engines and rock- 
ets to explosives and military vehicles. Mr 
Agnelli reckons that armaments markets 
will grow faster than the mature motor 
industry, especially in the United States. 
A year ago, Fiat opened a special office in 
Washington. Now it can expect to get 
friendlier treatment on defence orders. 
American investors have not liked to be 
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Fiat Share' structure May 31 1986 
(1,000 lire shares) 


Preference 


investors 58-9 





3.2 Foreign 6.8 


Mutual funds 


152 Libya 131 
322 Agnelli family nil 





Excluding 225m non-voting savings shares 


seen putting money into a company with 
Libyan connections; they will be more 
willing now. The two Libyan directors— 
Mr Mohamed Siala, a banker, and Mr Ali 
Elgheriani, an official in the Libyan in- 
dustry department—have resigned from 
the Fiat board. 

As recently as June, the Libyans were 
saying they had no intention of selling an 
investment that was earning them hefty 
dividends. Several things may have 
caused them to change their mind. With 
the fall in the price of oil, the Libyan 
government needs the money. The sale of 
its stake has netted it a sizeable capital 
gain on its investment of $400m ten years 
ago. In August, a court in Milan froze 7 
billion lire-worth ($5m) of Libyan assets 
in Italy in a case brought by an Italian 
civil- engineering contractor. The amount 
was small but to the Libyans the prece- 
dent looked ominous. 

In August, too, Fiat and the Americans 
reached a compromise on a $7.9m order 
for military trucks blocked until then by 
the Libyan shareholding. In a deal that 
weakened the Libyans' bargaining power 
in Turin, Fiat formed a trading company 
that satisfied America’s demands by 
agreeing to keep its earnings in America. 

The disclosure of the Libyan sale coin- 
cided with the announcement that Fiat's 
pre-tax profits for the six months to the 
end of June had doubled to 1.6 trillion 
lire. Fiat's profits have doubled each year 
since the end of 1983. The company 
reckons that its net debt will be all but 
eliminated by the end of this year. The 
recovery started in 1979 with a get-tough 
policy over Fiat's anarchic unions, and 
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gathered pace with the launch in 1983 of 
the Fiat Uno. Ironically, both might have 
been impossible without the capital injec- 
tion from the Libyans in 1976. 

Mr Agnelli's next challenge will be to 
counter the competitive threat posed by a 
possible merger between Ford and Alfa 
Romeo. Fiat worries that if Ford wraps 
itself up in the Italian flag it could dent 
Fiat's domination of the local car market. 
Mr Agnelli is deliberately keeping his 
counter-proposals for a rescue of Alfa 
under wraps until Ford makes its own 
public. Because Alfa is state-owned, any 
agreement with Ford will take months to 
approve—by which time Ford may have 
lost patience. 


Japanese economy 


Few votes for 
reflation 


TOKYO 


One year on from the Plaza agreement 
that sent the yen up 40% against the 
dollar, only the Japanese government 
clings to the fiction that Japan's economy 
will achieve its target growth of 4% this 
year. Most private forecasters have pen- 
cilled in 2-21% growth in GNP. Few gov- 
ernment officials privately disagree 
much—even after the supplementary 
budget announced on September 19th, 
which is supposed to boost economic 
growth with Y3.5 trillion ($23 billion) of 
extra demand. 

There seems little prospect of Japan 
pleasing the Americans in the foreseeable 
future by reflating its economy further. 





Come on, spoil yourself 
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Almost a crawl 


Japan 


GDP growth % increase 
on previous year 


o 
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Certainly not by enough to make a dent in 
its trade surplus. When measured in de- 
preciating dollars, that surplus continues 
to rise, even though the strong yen has cut 
the volume of exports. August's trade 
figures showed lower year-on-year export 
volumes for the sixth consecutive month, 
Japanese corporate earnings look set to 
fall by 10-20% from last year’s level. 

Despite this, domestic demand in the 
main sectors—housing, construction and 
retail sales—is holding up well. Lower 
inflation and interest rates have boosted 
real incomes. Total domestic demand 
grew by 1.9% in the second quarter 
compared with the first. The fall in ex- 
ports meant that GDP growth for the 
quarter was only 0.9%, but that was a 
recovery from the 2.1% contraction in the 
first quarter. Capital spending in manu- 
facturing industry slipped 4.7% in the 
year to May, but non-manufacturing capi- 
tal investment rose a whopping 14.7%. 

Providing the yen does not rise much 
more, Japanese businessmen expect fur- 
ther recovery in the second half of the 
year, as the benefits of cheaper oil even- 
tually start to work through. This assump- 
tion helps explain why the Bank of Japan 
has resisted calls for a further cut in its 
discount rate, now 34%. The central bank 
sees only limited scope for monetary 
stimulus to the economy without a risk of 
reviving inflation. It points worriedly to a 
still overheated stockmarket, rising prop- 
erty prices and the way that Japan's broad 
measure of money supply is running 
above target. On September 24th the 
governor of the Bank of Japan, Mr Sato- 
shi Sumita, said that the message he was 
taking with him this weekend to the IMF 
and World Bank meetings in Washington 
was that Japan's monetary policy was 
quite relaxed enough. 

The government also sounds fiscally 
austere. Its stated goal is to eliminate the 
budget deficit by 1990. This month's 








*Latest tForecast *First hall at annual rate 


supplementary budget was introduced re 
luctantly, as much to defuse foreign crit 
cism as for its stimulus to domestic de- 
mand. It is unlikely to do much for 
growth. Some of the “extra” spending 
merely redeploys money for regional de- 
velopment and industrial restructuring 
that has already been committed. Nomu- 
ra Research Institute reckons that each 
Y1 trillion of extra spending stimulates 
growth by 0.2% in the first year. 

A big and sustained increase in domes- 
tic demand will need a radical change in 
the thrust of the Japanese economy, 
which for the past 20 years has been 
export-led. This cannot happen quickly, 
but foreigners will keep on pressing. The 
Japanese government has another chance 
to signal its good intentions when it 
announces its plans for tax reform, due 
towards the end of this year. 


Unemployment 


Future imperfect 


Economists at the OECD paid to gaze into 
the future still see no reason to expect 
lower unemployment in 1987 in the 
world's industrial countries. The OECD's 
latest "Employment Outlook" predicts 
that only West Germany of the big econo- 
mies will manage to cut its unemployment 
rate by more than one-quarter of a per- 
centage point next year. It expects West 
Germany's rate to drop from 8% to 71%, 
which is also the average rate predicted 
for the seven biggest industrial countries 
(see table on page 68). 

One of the most revealing figures is the 
proportion of the labour force that has 
been unemployed for more than 12 
months. A high long-term rate is dispirit- 
ing socially, and quite useless economi- 
cally: the longer somebody is unem- 
ployed, the less able he is to compete for 
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Can Europe bend back to work? 


The idea that flexible working hours can give Western Europe more jobs is. 
growing fast. EEC employment ministers have agreed on the need to foster 

lexi-time. Companies want it. Workers seem keen to try it, сверл their 
unions' doubts. But do not expect miracles 


Ten years ago, most West European 
workers said they wanted shorter hours 
rather than higher pay. No longer. More 
than 60% would now prefer a wage 
increase to more leisure, But that should 
not deter employers from trying new 
ways to organise work. A new EEC 
survey* guesses that jobs would open up 
for roughly half of Western Europe's 
13m unemployed if there were no holds 
on reshaping the working week. 

The EEC Commission's employment 
survey does not pretend that that is 
about to happen. But innovation is un- 

.. der way. In the next year or two, half of 
Europe's industrial firms plan to intro- 
duce. more flexible working hours. And 
more than half of all European employ- 
ees, according to the broadly based sur- 
vey, are prepared to try something new. 


e atifiudes to flexible his time 
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The weakened influence of unions across 
Western Europe is acting as a spur to 
these experiments. 

Fear of unemployment is a powerful 
incentive for flexibility. The more people 
fear the loss of their jobs, the more they 
are prepared to put up with changes to 
their work routine. That is no doubt one 
unhappy. explanation for the European 
workers' surge of interest. 

How, exactly, would a move towards 
flexi-time affect employment? It all de- 
pends on whether the change in working 
practices raises or lowers labour costs 
per unit of output. If "flexibility" turned 
out to mean fewer hours of work for the 
same. рау, labour costs would rise, and 
employment would probably fall. If, on 
the other hand, it allowed employers to 


match the pattern of hours worked to 


their production needs, labour costs 
would fall, and the demand for labour 
would rise. 

Straight cuts in the regular working 
week remain an objective only for the 
most dogged unions. Reduced hours 
have not boosted employment. The 40- 
hour week is still intact in Britain and 
Italy, but is down to 39 hours in France, 
to 38} hours in West Germany and to 38 
in Belgium. A reduction to 35 hours, 
once widely sought by unions, no longer 
appears to be a serious prospect any- 
where. (West Germany's powerful metal 
workers' union is putting it back on its 
agenda as much out of habit as convic- 
tion.) Outside the unions, the emphasis 
is on various forms of work-time ma- 
nipulation that can improve productivity 
and satisfy the growing readiness of their 
members for change. 

Around 53% of Western Europe's 
workers favour getting away from the 
rigid five-day working week and dividing 
the same working hours flexibly over a 
month, or even a year, to suit production 
patterns. The idea of evening work or 
Saturday work arouses more resistance, 
but almost four in ten workers would 
accept it in return for, say, a 5% cut in 
annual working hours. assuming no loss 
of income. 


More part-time 

Though the majority of workers would 
rather build up their bank balance than 
put up their feet, one-third say they 
would take a pay cut for reduced hours— 
somewhere between traditional part- 
time (half-day) work and full-time. So 
the EEC study invites firms to create a 
new variety of part-time jobs lasting 30 
hours a week. The appetite for more 
flexible hours is strongest among work- 
ers in the largest European countries, 
especially in France. 

To European employers, flexibility is 
à different beast. 
same. What they want most is simpler 
ways to get rid of unwanted workers and 
more fixed-term work contracts in place 
of permanent employment. But elastic 
working hours are also favoured; they 
would permit more intensive use of plant 
and easier adjustment to shifts. in 
demand. 

If such changes were widely intro- 
duced, companies say they would in- 
crease the number of jobs over the next 
year by around 3%. And if working 
hours were extensively deregulated 


throughout industry—with overlapping 

four-day weeks and liberal use made of 
all sorts of part-time employment—the 

commission report reckons that employ-~ 





but desirable all the 


ment in the common market could be 
increased by 6% without a dent in pro- 
düctivity. Since those in work in the EEC 
now number around 105m, the increase 
could take in around half of the 13m 
jobless. 

In practice, flexi-time is still more 
talked about than used. In Britain, says 
the Institute of Manpower Studies based 
at Sussex University, it is virtually re- 
stricted to part-time and temporary 
workers. It is hardly applied among full- 
timers at the core of company opera- 
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tions. British employers tend to view it 
narrowly, as a means of cutting employ- 
ment costs. German bosses, though 
avowing enthusiasm for change, appear, 
to expect less juggling with the working 
week over the next couple of years than 
their British colleagues. 

By contrast, Italy and France expect 
rapid changes in working habits. Fiat 
recently overcame union resistance to 
the launching of night-shift work at a big 
Turin plant. Olivetti is experimenting 
with production "islands" for its high- 
tech products. These are work groups 
that are given a set number of tasks. The 
groups’ members decide at what pace 
they can best complete them; they.can 
then enjoy any free time they make for 
themselves. 

In France, employers seem at last to 
have convinced reluctant unions to try 
more flexibilité, a term which the French 
employers’ confederation, the. Patronat, 
claims it coined for the world. Merlin 
Gérin, an electrical engineering firm 
with 17,000 workers, has pushed the use 
of one part of its plant up by 40%; it has 
split its workers into four teams that do a 
four-day week, with two teams working 
from Monday to Thursday and two from 
Thursday to Saturday, Each worker's 
week is down. to 36 hours, compared 
with the national 39-hour norm, at no 
loss of pay. 

*European Economy No 27. Employment prob- 


lems: views. of businessmen-and the workforce. 
European Commission. 
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Total** % ton youth* 

ic ДЕЙ Tate 

; 1985 1986 1987 1985 1985 

America 72 7 68 95 13.0 

"Japan 26 28 3 1521 48 

М Germany 83.8. 73 310 9.5 

France 10.2 10.3 103 46.8 25.6 

Britain 119 12 118 410 217 

у 10.6 11 115 479 33.7 
Canada 105 95 95 10.3 












































|: Source OECD "15-24 year-olds; ** national definitions adjusted by 
OECD; H2 months and over $1984. 


work, and the smaller the wage-dampen- 
ing effect of his joblessness. 
* The contrasts between the United 
- States and Europe in this long-term figure 
are striking. Less than 10% of America’s 
“unemployed have been out of work for 
тоте than 12 months. In West Germany, 
“the ratio of long-term unemployed rises 
to 31%. In the other big European indus- 
trial countries it is more than 40%. The 
"OECD economists also stress the impor- 
fance of youth unemployment rates. 
Youngsters may be lost to the labour 
market for good unless they can get their 
feet. on the first rungs of the employment 
ladder. 
.. Here, for once, a European country 
‘has the edge over America. Thanks partly 
to. its excellent training and apprentice- 
ship schemes, West Germany's youth 
unemployment rate is barely higher than 
“its overall rate—9.5% in 1985 compared 
with 8.3%. 

America’s youth rate is nearly double 
|... its overall unemployment rate, and so is 
Britain's—despite the latter's panoply of 
-špecial employment measures aimed at 
the young. The worst case is Italy where 
‘the youth unemployment rate is 33.7%, 
< more than three times the country's over- 
all rate. 


Transamerica 


Making a monkey 
of itself? 





SAN FRANCISCO 


Transamerica will soon launch a series of 
television advertisements featuring King 
Kong climbing up its pyramid-shaped 
headquarters, the most prominent build- 
ing ín San Francisco. Viewers will see the 
city in ruins as the ape scrambles to the 


lady, will assure them that Transamerica, 
one of America's biggest conglomerates, 
will always be there when needed. 

It may be. But viewers will be hard 
pressed to recognise it. Transamerica is 
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penthouse suite where an actress resem- § 
bling Fay Wray, Kong's original leading 


selling off its Budget car hire operation $ 





(which as recently as 1984 accounted for 


8% of its operating income) in a lever- . 
aged buyout. Its charter airline with 25 © 


aeroplanes (accounting for 20% of 1984 
operating income) will go into liquidation 
by October 1st. And Delaval, its manu- 
facturing subsidiary. (with most of its 
business in energy) may soon be spun off. 

“We ate going back to our roots", says 
Mr James Harvey, the company's chair- 
man. Nene too soon says Wall Street. 
"Transamerica has been very successful 
over the years in proving that if you 
diversify enough you can keep your earn- 
ings low," says Mr Gerald Lewinsohn, an 
analyst with Merrill Lynch. 

Analysts like Mr Lewinsohn question 
whether the trimming that Mr Harvey has 
in mind is enough. Some would like him 
to carve up the rest of the company—a 
hotchpotch of financial-service and insur- 
ance businesses. Insurance has done little 
to boost earnings that are still well below 
their 1980 level. 

But consumer finance has been a win- 
ner, and that is where Mr Harvey wants 
to put down his roots. He has a big 
acquisition in mind: Beneficial Corpora- 
tion of New Jersey, one of America's 
largest consumer-finance companies with 
some $9 billion in assets and operations in 
38 states and four countries. It is also a 
company that has learnt (through past 
flings with the car-parts business and 
insurance) that conglomerates do not al- 
ways work. А 

Mr Finn Caspersen, Beneficial's chair- 
man, confirms that negotiations with a 
potentia! suitor are underway, and that a 
deal may be struck by the end of the year. 
But consumer-finance companies are cur- 
rently popular with banks as a way to 
move into interstate business before 
banks are given permission to engage in 
full interstate branching. So Beneficial 
will .not come cheap: any buyer will 
probablv need a pocket some $2 billion- 
deep. 


| ransamerica 


Operating profit* by sector 


1980 
Total: $393m 









1986 first half 
Total: $123m 








insurance: 
33% life 41% 
brokerage 17% 
13% ргорейу& 
casualty :5% ~ 
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The platform ticket 


3 Geneva Convention of 1958, abandoned 
























What should happen to the 139 platforms 
in the British sector of the North Sea 
when the oil and gas stop flowing? Some 
oil companies would like to instal a few 
fairy lights to alert shipping of the hazard 
and simply abandon them. Others want to 
topple them into the ѕеа ог snip them off 
below the waterline. Britain’s deep-sea 
fishermen and their champions at the 
Ministry of Agriculture, Fisheries and 
Food want most of them removed entirely 
lest they snag trawl-nets. 

Oil companies and the British govern- 
ment are having to tackle the problem 
earlier than they expected because of the 
fall in oil’s price. Five years ago, when 
North Sea oil was fetching more than $ 
a barrel, the question of removal seeme | 
academic. Most fields had an economic 
life stretching into the next century. Now, 
with the crude oil price down to $15:a 
barrel, the shutdown date for some fields 














has come forward. The Heather platfo 
and the one on Montrose could 
plugged in 1991-92, Auk in 1992-93 a 
Tartan in 1994-95. 

Mr Alick Buchanan-Smith, the energy 
minister, is working on a draft bill which 
will lay down the rules for abandon- 
ment—necessary, says his department, 
because the law is fuzzy on the issue. 
Under the international law of the sea, 
there is no ambiguity. According to the 


platforms should be “entirely removed" 
by the oil companies. 

Some platforms, such as those in Mag- 
nus and Forties, are almost as high as 


И New York's Empire State building (381 


metres). The oil companies think that 
they could be put to alternative uses—for 
example, as marine-research stations. 
But that could account for no more than 
half а dozen. Something will have to be 
done about the rest. 

Тре oil companies reckon that total 
clearance of the North Sea would: cost 
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It took the people 

of Chase to engineer 

the $550 million financial 
structure to do it. 














It takes more than steel and sound For one thing, there is our size and 
engineering to build a bridge that connects the strength. And our true global network 
European and Asian sections of Turkey. (which, in this case, was a collaboration 

It takes powerful banking skills too. among our offices in Turkey, Italy, Japan and 

And to the construction consortium the U.K). 
that won the bid to build the new bridge, This helped us put together the 
there wasn't a bank with better ability than international banking consortium that was 
Chase. needed. 

Because out of the 50 or so major And it also gave us the edge in 
financial institutions in the world, Chase offers knowing the market well enough to 
a combination of characteristics no other determine not only where the money coulc 
bank has. best be raised from both bank and 
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non-bank sources, but also the best ways to 
time the financing, 

Most important, theres our people 
People with sas in all fields. From 
syndication experts to trade finance specialists 
in export credits and aid loans. To our 
undisputed leadership in project finance, 

All of which were vital to this endeavour. 

And, all in an environment that effectively 

combines commercial and investment 


banking skills like no other financial institution. 


This total global banking capability 


that integrates size, international network, 
z ‘alized industry knowledge and the 

broadest range о mercial and investment 
banking products is what sets Chase apart 
from other financial institutions. 

And, its why Chase was able to bring off 
what Euromoney’ Trade Finance Report rs 
one of the most talked about deals br je yee 

Fully integrated global banking, No ат 
how complex a project it may be, one thing is 
simple. 

Choosing the right bank to support it. 





E. CHASE 


Fernand Lacombe preparing a Swissair flight for take-off in 1996. 





Without its fill of superb wine, a Swissair plane simply won't take off. And we'll offer no 
wine to our First Class and Business Class passengers, unless it's been carefully tended 
and properly aged. With the kind of scrupulous attention exemplified by Fernand Lacombe 
as he assists our chefs in preparing each and every Swissair flight. With an exquisite 
Bordeaux, for instance, as mature and polished as the service we've been providing travelers 
with for 55 years. swissair 


more than £6 billion ($8.5 billion). How- 
ever, they will not really have to fork out 
that much. Mr Buchanan-Smith's bill will 
be a compromise. Some platforms will be 
removed, some may be toppled and some 
will remain. The British taxpayer will 
most probably have to foot much of the 
bill, through rebates on the petroleum 
revenue tax. 

Because of the way the tax operates, 
the rebates would vary enormously from 
field to field. Broadly, the bigger the field 
the bigger the rebate. Some oil companies 
would receive from the taxpayer up to 
85% of the cost of removal. Those own- 
ing the smaller fields would be lucky to 
receive 4095. Mr Buchanan-Smith's bill 
will have to tackle these anomalies. It is 
hard to see why the British taxpayer 
should meet such a large share of the bill 
for the big fields. 

There is unlikely to be much debate 
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about the 99 steel platforms in the south- 
ern North Sea. They are in shallow wa- 
ters, some less than 30 metres. Aban- 
doned and not maintained, they could be 
a hazard to shipping. Almost all will have 
to be removed, at a cost of £1.2 billion, 
but with well-known technology. Around 
the world, but mainly in the Gulf of 
Mexico, some 250 such platforms have 
been removed. 

The steel platforms in the deeper cen- 
tral and northern North Sea are a differ- 
ent matter. They are sunk in waters of up 
to 200 metres. The oil companies hope 
that they will be allowed to topple the 
steel jackets—at £2.5 billion, the cheap- 
est method of clearance. The snag is that 
the technology for toppling is unproven. 
The jackets will not fall easily. They are 
built to withstand the so-called “100-уеаг 
wave", hurricane forces which sweep the 
North Sea once a century. 





Bright sunshine with a chill wind 


After the launch of the Uruguay round of 
trade liberalisation talks, ministers and 
officials from more than 70 of the 92 
member countries of the General Agree- 
ment on Tariffs and Trade (GATT) left the 
seaside town of Punta del Este in bright 
sunshine but with a chill wind blowing. It 
was appropriate weather. The five days 
and nights of haggling over the new 
round's agenda produced a deal that 
appeared to satisfy all sides. But a good 
agenda is no guarantee of success in the 
negotiations to follow. 

Wrangles over trade in agriculture and 
services, which had threatened to scupper 


The day they brought the farmers into it 
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PUNTA DEL ESTE 


the launch, ended in smiles and hand- 
shakes. On agriculture, Europe and 
America have agreed (for the first time) 
to put their costly, inefficient and trade- 
wrecking policies on the negotiating ta- 
ble, including the $50 billion of subsidies 
used to create and dump farm surpluses 
on sated world markets. Officially, the 
"fundamental objectives and mecha- 
nisms" of Europe's common agricultural 
policy (CAP) are sacrosanct. In private, 
Eurocrats do not expect the CAP to sur- 
vive the Uruguay round intact. 

The EEC successfully resisted wording 
that would have singled out subsidies— 





WORLD BUSINESS 


and hence the CAp—for attack. But 
America and Australia, representing the 
14-strong “Cairns Group" of agricultural 
fair traders (named after the Australian 
town where the group worked out its 
strategy for Punta del Este), were cock-a- 
hoop. The document the EEC has signed 
contains cumbrous phrases about the 
"phased reduction" of the negative ef- 
fects of farm support measures "and 
dealing with their causes". That means 
cutting the subsidies that cause the sur- 
pluses that distort trade, translates Mr 
John Dawkins, Australia's trade minister. 
Mr Willy de Clercq, the EEC trade com- 
missioner, mutters that tackling the nega- 
tive effects of policies need not mean 
questioning the policies themselves. 

Trade in services provided the other 
main stumbling block before Punta del 
Este. The United States threatened to 
quit the talks if services—such as bank- 
ing, insurance, shipping and tourism—did 
not go on the agenda. A group of hardline 
developing countries, led by India and 
Brazil, decided to soften their line half- 
way through the meeting. But they con- 
tinued to insist that services could not be 
discussed within the GATT, whose rules 
now cover only trade in goods. The 
compromise: ministers launched the new 
round without their formal GATT hats on 
(as they did in Tokyo in 1973). They will 
take their hats off again when the negoti- 
ating group on services reports back, with 
others, in 1991. Ministers will then decide 
whether to incorporate the recommenda- 
tions on services into GATT rules. 

To India and Brazil this doffing of hats 
means something. They say that keeping 
services technically outside GATT will help 
stop rich countries blocking imports of 
third-world goods if concessions on ser- 
vices are not forthcoming. America and 
other industrial countries say this is con- 
venient procedural flim-flam. 

Some other non-traditional GATT issues 
found their way on to the Uruguay round 
agenda, thanks mainly to American pres- 
sure. Negotiators will devise rules to curb 
piracy of intellectual property (such as 
patents and trademarks) and to restrain 
counterfeiting. They will think about 
strengthening GATT provisions on trade 
distorting investment policies (eg, local 
content requirements), though third- 
world opposition forced the Americans to 
back off from demanding that negotia- 
tions start immediately. This represented 
just about the Americans’ only setback 
throughout the conference. 

Otherwise, delegates at Punta del Este 
stuck closely to the draft agenda thrashed 
out by more than 40 rich and poor coun- 
tries in Geneva in July. They reasoned 
sensibly that it was more important to get 
the new round launched than to argue 
every point and comma—though extra 
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Gorbachev's trade mark 


To nobody's surprise, Russia's request to 
take part in the next round of trade talks 
under GATT was given short shrift at 
Punta del Este. More surprising is the 
fact that the request was made at all. 
That, together with the changes planned 
for Russia's bureaucratic foreign-trade 
system, is a sign of the quickening pace 
of economic reform in Mr Mikhail Gor- 
bachev's Kremlin. 

The Russians have decided that it is 
better to talk to the bodies that influence 
world trade than to ignore them. A 
request to establish formal relations with 
the European Community is faring bet- 
ter than the attempt to attend the GATT 
round. Soviet officials have even sug- 
gested that they might one day be inter- 
ested in joining the International Mone- 
tary Fund and the World Bank. 

Mr Gorbachev knows that he can no 
longer rely on oil to increase Soviet hard- 
currency earnings. He hopes in future to 
expand the puny share of manufactured 
goods in Soviet exports to capitalist 
countries. To do so he will need, apart 
from more efficiency at home, better 
access to western markets. 

He also needs a more flexible foreign- 
trade system. On September 23rd, the 
Soviet press published a decree on re- 
forms to be introduced in Russia's trad- 
ing system next year. Until now, almost 
all Soviet trade has had to be channelled 
through the narrow funnel of the 60 or so 
foreign-trade organisations (FTOs) con- 
trolled by the Ministry of Foreign Trade, 
with each ЕТО having a virtual monopoly 
over trade in a particular range of prod- 
ucts. But from January Ist, more than 20 
ministries and 70 of the biggest industrial 


emphasis was given to developing-coun- 
try interests, and to the interdependence 
of trade and the workings of the interna- 
tional financial system. The issue of par- 
ticipation failed to flare, though some had 
feared it might. Non-GATT Russia, which 
wanted in, was ruled out (see box above). 
Segregationist South Africa, which some 
wanted out, stayed in. 

But the conference had barely reached 
its closing stages when Mr Clayton Yeut- 
ter, the United States trade representa- 
tive and chief negotiator, was telling 
reporters that commitments made to halt 
and reverse GATT-busting trade restraints 
had little relevance to America. The 
United States, he said, would not be 
inhibited from retaliating against “un- 
fair" traders by lengthy and unsatisfac- 
tory GATT procedures on disputes. 

With a restive Congress threatening 
legislation to punish alleged trade villains 
abroad, Mr Yeutter may have felt obliged 
to say this. But he thereby blew a chill 
wind that spoiled the Uruguayan sun. 
America's merchandise trade deficit, now 
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enterprises will have the right to deal 
directly with their foreign partners— 
with, in the case of western trade, their 
own allocation of hard currency. This 
will remove a stifling layer of bureaucra- 
cy, and could stimulate interest in west- 
ern markets. 

The Russians also plan, for the first 
time, to allow joint ventures to be set up 
with western equity participation. Be- 
fore jumping into any agreement, pro- 
spective western partners will want to 
know, for example, what percentage of 
equity they can hold, and what rules will 
govern the repatriation of profits. But 
the Russians plainly see this type of co- 
operation as a promising way of bringing 
in technology from the West. 

Though these are the most significant 
changes in the Soviet foreign-trade sys- 
tem since Stalin's day, they are less than 
revolutionary. The system will remain 
fundamentally protectionist. The reform 
will not disturb the state's monopoly of 
foreign trade, but merely erode the near- 
monopoly until now exercised by the 
Foreign Trade Ministry. A new state 
committee for foreign trade will help 
keep control at the centre. The devolu- 
tion of trading rights will not immediate- 
ly affect more than about 6% of Soviet 
hard-currency exports—though Mr Gor- 
bachev hopes that this share will grow. 
The raw materials and semi-manufac- 
tured goods that make up the bulk of the 
Soviet Union's exports will continue to 
be controlled by the Fros. The Russians 
are following, belatedly, the lead of East 
European countries, all of which have 
introduced flexibility into their foreign- 
trade systems in recent years. 





approaching $200 billion a year, shows no 
sign of shrinking. The American econo- 
my—and manufacturing in particular—is 
in the doldrums. When Mr Yeutter asks 
Congress for authorisation to begin nego- 
tiations in Geneva early next year, the 
world may find that the progress made at 
Punta del Este has meant much less than 
it should. 


Motown Records 


That ol' black vinyl 


WASHINGTON, DC 





A report in Variety, the trade paper of 
show business, has put retailers of gramo- 
phone records and their customers in a 
spin. The paper says that Motown Re- 
cords, for more than 20 years the leading 
label for black popular music, will no 
longer be distributing its catalogue of old 
products on 12-inch, black vinyl long- 
playing records. The back numbers, Vari- 
ety says, will continue to be available but 
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Compact magic 


only on audio cassettes and compact 
discs. Motown, which long ago gave up 
Detroit (whence it took its name) for 
headquarters in Los Angeles, refuses to 
comment. If true, the reports signal the 
end for one of the twentieth century's 
most enduring consumer goods. 

The disc (not, originally, vinyl) was 
invented in 1887 by Emile Berliner, and 
long-players were first introduced com- 
mercially in 1948. In America and many 
other markets, record sales have now 
been overtaken by cassettes. In 1984, 
37.6% of the American market for any- 
thing longer than a "single" was on vinyl; 
in 1985, only 31.6%. Laser-read compact 
discs, introduced into America in 1983, 
took a mere 1% of the market in 1984, 
but 4.2% in 1985. 

This year's figure will be much high: 
Sales of compact-disc players to Ameri- 
cans increased more than threefold, to 
966,000 units, between 1984 and 1985, 
and are thought to be doing well again 
this year. In Britain, where half-year 
figures for disc sales are available, 2.6m 
compact discs were sold in the first six 
months of 1986, compared with 3.1m in 
the whole of 1985. 

Despite the excellent quality of its 
sound, the compact disc is still not every- 
body's choice. The same recording in a 
Washington record store costs $8 on vinyl 
or tape, but $16 on compact disc. Variety 
quotes Tower Records, a leading retailer, 
as saying that 40% of Motown back 
numbers are bought on vinyl. 

There is a suspicion that the growth of 
compact discs is producer-driven, not 
consumer-ruled. Digital audio tape, 
which is said to give even better quality 
sound than a compact disc, is still not 
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commercially available. That might be 
because of technical problems—but it 
might also be because record companies 
have not yet recouped their investment in 
compact-disc pressing plants. 

At least one record-company boss 
would mourn the death of the long-player 
for aesthetic reasons. The size and shape 
of its sleeve is just right for creative 
artwork on the cover. Compact discs 
(nastily packaged in cling-wrap plastic) 
and cassettes do not measure up. 


Apple Computer 
Open day 


It is a year since Mr John Sculley moved 
from PepsiCo to take over at Apple 
Computer, the then troubled company 
at grew from a garage to a myth in less 
an a decade. Mr Sculley, now chairman 
and chief executive, has shaken Apple to 
the core, cutting costs and trimming the 
company's workforce by 15% to about 
5,000. It looks as if it is paying off. 
Analysts expect the company to report 
net profits of about $150m for the finan- 
cial year to September 30th, compared 
with $61m the previous year. Apple's 
Macintosh computer has helped, overtak- 
ing for the first time the Apple п family 
(of which more than 3m have been sold). 
The Macintosh has nudged Apple into the 
corporate market, particularly for use as a 
desk-top publishing system. This month, 
the company launched the Apple 1-Gs 
(the Gs stands for graphics and sound) to 
make it even stronger in the American 
educational market and the market for 
serious home computers. 
Mr Sculley's sights are set higher. Ap- 
ple is collaborating with others to win the 


- Julley makes friends 
























Apple Computer, widely credited with 
having created the market for desk-top 
publishing, is meeting a mass of competi- 
tors. At a conference in California earli- 
er this month, no fewer than nine new 
desk-top publishing software packages 
for the IBM PC were launched. At least 
one of them, called Ventura, is said by 
people who saw it working to perform 
better than Pagemaker, the software of 
Apple's system. 

On top of that, Xerox hints that it is 
about to cut prices for its own desk-top 
publishing system, which has not, so far, 
proved as popular as Apple's. And IBM, 
which has not been directly involved in 
the cheaper end of the market itself, set 
up à new publishing systems unit in July. 

For the past year or so, Apple has 
offered its American customers a simple 
desk-top publishing package for less than 
$10,000. Wrapped up in the package are 
its Macintosh computer (which has a 
well-designed set of programs for pro- 
ducing good graphs and pictures); its 
LaserWriter printer; and the Pagemaker 
software package, marketed by Aldus, 
an independent software firm in Seattle. 
To make such a working system from the 
products of competitors has required a 
degree of wizardry well beyond most 
customers. 

But software developers have to take 
note of the number of IBM PCs and 
lookalikes already installed. They are 
being lured into making packages that 
suit IBM products. Even Aldus, which 


big corporate sales it has always dreamt 
of. Collaborations were disliked by Mr 
Steven Jobs, one of the college dropouts 
who founded the company and who 
abruptly resigned when Mr Sculley came 
in. The new direction has given the com- 
pany a new name in Silicon Valley—the 
open Apple. 

Apple's strength lies in its easy-to-use 
machines. Its weakness is incompatibility 
with IBM and its clones, which dominate 
the office market. Rivals are putting 
Apple-type simplicity on IBM-based sys- 
tems. Collaboration could give Apple a 
new edge by allowing it to seed product 
development in areas where it cannot 
afford to go on its own. Two recent 
developments indicate how: 
€ Plessey, a big British electronics com- 
pany, has chosen the Macintosh as one of 
two standard personal computers for in- 
house use. More significantly, a Plessey 
subsidiary is to become an Apple agent, 
opening the way for new joint systems to 
be developed between the two 
companies. 
€ Canada's Northern Telecom, a leading 
supplier of telecommunications systems 
in North America, is swapping ideas with 


developed the original software for the 
Macintosh, has brought out an IBM PC- 
compatible version of its program. Some 
analysts think that by 1990 there will be 
up to 15 times as many products which 
behave like IBM PCs as Macintoshes. 

This does not necessarily mean that 
there will be a repetition of the history of 
the personal-computer market, where 
IBM managed to grab the lion's share 
even though it was a late entrant. Apple 
should be able to hold on to much of the 
market for Macintosh-type machines, 
which Dataquest guesses at $1.4 billion by 
1990. IBM will have to share the market for 
machines that run under its standard with 
the many makers of IBM clones. It might 
end up with no more than 30% of the 
market for PC-type desk-top publishing, 
put at $3.5 billion in 1990. 





Apple. The growing need in the electron- 
ic office is for personal computers to 
communicate, not only with each other 
but also with different machines, includ- 
ing some outside the office. Northern 
Telecom is tailoring office switchboards 
(PABXS) into networks over which Macin- 
toshes can transmit data. Expect some 
jointly-developed products. 

Apple hopes to increase the share of its 
sales outside America from 22% to 30% 
and is talking to other potential partners, 
including European telecommunications 
utilities and companies. British Telecom 
is among them. 





Corrections 

When writing about Japanese investment in 
ailing American steel firms (“Milling about 
America", August 16th) we described Kai- 
ser Steel as “now bankrupt”. Kaiser Steel 
has had its troubles, but it is not bankrupt. 
Sorry. 

In an article about Japan's Dentsu (“High 
and DRY on Madison Avenue", September 
20th) we incorrectly called its Madison Ave- 
nue joint venture with Young & Rubicam, 
DRY New York. Its correct name is DYR New 
York. Apologies for being too eager with 
the pun. 
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TECHNOLOGY BRIEF 





Copyright plants 


Biotechnology has taken the de- 
velopment of new plants and 
seeds into the fast lane. It has 
also added a new twist to the 
issue of intellectual property 
rights when applied to living crea- 
tures. Existing ways of legally 
ensuring that plant breeders have 
rights to a return on their inven- 
tions have been changed and ex- 
tended. This is good news for 
biotech companies eager to at- 
tract investment to pay for expen- 
sive research projects. Or is it? 

Plant breeders have long relied 
on patents. In 1930, America's 
Congress passed the Plant Patent 
Act (PPA) to protect plants pro- 
duced asexually—through grafts 
and cuttings instead of seeds. 
Clones made this way are geneti- 
cally identical from one genera- 
tion to another. Congress decid- 
ed against protecting sexually 
reproduced varieties under the 
PPA, because they do not neces- 
sarily breed true. It also shied 
away from including plants 
whose asexually reproducing 

arts are edible: eg, potatoes and 
erusalem artichokes. 

A PPA patent entitles the plant 
breeder to forbid others to repro- 
duce his plant asexually. A gar- 
dener who makes cuttings from a 
patented variety therefore in- 
fringes the patent. However, the 
same gardener could legally use a 
patented plant to produce a new 
variety. The PPA is still in force 
today, and about 300 applications 
a year are made for protection 
under it. 

In Europe, the PPA has its 
equivalent in a system of plant 
breeders' rights. These started to 
evolve as early as 1922, when 
France regulated the sale of seeds 
by labelling them by variety and 
breeder. Only registered variet- 
ies could be sold, giving the 
breeder de facto rights to the 
variety. Other countries intro- 
duced similar legislation, and in 
1961 the Union for the Protection 
of New Varieties of Plants was 
formed to standardise such legis- 
lation throughout Europe. Plant 
breeders' rights are still the norm 
in Europe. 

The United States took things 
further. In 1970, patent-like pro- 
tection was extended to plants 
reproduced sexually, by seed. 
The Plant Variety Protection Act 
(PVPA) recognised that, by care- 
ful cross-breeding of inbred lines, 
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plant breeders could produce va- 
rieties that are identifiable, uni- 
form and stable enough to be 
afforded protection. The PVPA 
awards protection certificates (ef- 
fectively a patent) for up to 18 
years to varieties with such char- 
acteristics. This gives the holder 
the right to prevent others from 
selling, reproducing or using the 
variety to produce a hybrid or 
new variety, so long as he can 
prove they used his variety. By 
September Ist this year, 1,644 
protection certificates had been 
awarded under the PVPA, and a 
further 280 applications were be- 
ing considered. 

However, the PVPA does not 
stop a farmer from using this 
year's crop to produce next year's 
seed. The so-called ri hybrid 
does. An Fi hybrid is produced by 
crossing two inbred lines from 
different genetic backgrounds. 
The first-generation offspring 
possess hybrid vigour—bigger 
yields and a high degree of uni- 
formity. With Fi corn hybrids, for 
example, yields can be increased 
by up to 4095. They are well 
worth protecting. 

As long as he keeps his plants’ 
parental lines secret, however, 
the breeder of an Fi hybrid does 
not need patent protection: Fis 
have a built-in biological patent. 
When Fis are crossed with them- 
selves, the uniformity of their 
genetic makeup is upset and hy- 
brid vigour lost. In order to con- 
tinue to reap bumper harvests, 
the farmer must buy more Fi 
seeds from the seed company. 
This is the basis of the hybrid 
seed business, which in America 
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Reaping United States’ seed exports 
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notches up export sales of over 
$300m a year (see chart). 

Critics claim that seed compa- 
nies deliberately produce Fi hy- 
brids for this reason. Seed com- 
panies counter with two points. 
First, the farmer will continue 
buying Fi seeds only if the in- 
crease in yield is big enough to 
compensate for the price of buy- 
ing new seeds each year. Second, 
the useful life of a hybrid is 
limited to about four years. To 
keep ahead of competitors, the 
seed company will introduce the 
next generation of ri hybrids. 

Traditional plant breeding of 
this kind can work well. The 
Philippines-based International 
Rice Research Institute used it 
to develop IR8—the "miracle 
rice" that increased the value of 
India's rice crop by $1 billion 
within two years of its introduc- 
tion in 1966. The latest ver- 
sion—IR64—is likely to become 
the highest-yielding and most 
pest-resistant variety of rice yet 
seen. But crossing is a time- 
consuming and hit-and-miss af- 
fair; it can introduce undesir- 
able traits in plants, which then 
have to be removed by further 
crossing and back-crossing. 


Enter the gene 
engineers 


Biotechnology has none of these 
disadvantages. It offers tech- 
niques that promise to be faster 
and more precise than the tradi- 
tional methods. They will also be 
much more costly. There are two 
main techniques: 

€ In cell culture, scientists ex- 
ploit a phenomenon called toti- 
potency—the ability of any plant 
cell to regenerate into a whole 
plant. For reasons that are not 
understood, cells cultured in the 
laboratory begin to vary geneti- 
cally. Scientists can select the 
cells they like and regenerate 
plants from them. 
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For example, DNA Plant Tech- 
nology, a biotechnology compa- 
ny in New Jersey, used soma- 
clonal variation to create a 
tomato high in solids for the 
Campbell Soup Company. By 
manipulating leaf cells from an 
existing variety through cell cul- 
ture, the DNAP-9 tomato was de- 
veloped in three years rather than 
the usual seven years. In June, it 
was awarded the first PVPA certifi- 








Seeking variety 


cate for a new vegetable generat- 
ed in this way. 

Other cell-culture techniques, 
such as gametoclonal variation 
(using the reproductive cells of 
plants) and protoplast fusion (in 
which plant cells whose hard 
walls have been removed are 
joined together), also speed up 
plant development. Like plant 
breeding, however, cell culture is 
a shotgun approach: the variation 
is random and good qualities are 
usually accompanied by bad ones 
that have to be removed by back- 
crossing. Moreover, the scientist 
is restricted to one or a few 
closely related species. 
€ Genetic engineering promises 
to overcome the limitations 
both traditional methods and cci 
culture by meddling only with the 
traits that matter. If cell culture is 
a short-range shotgun, genetic 
engineering is a long-range rifle. 
Genes can be taken from one 
organism and inserted into an- 
other without affecting the 
plant's other traits. 

Once useful genes have been 
identified and cloned, they can be 
introduced into a plant in several 
ways. One method exploits the 
natural ability of a plasmid (a 
loop of DNA) found in a microbe 
called Agrobacterium to carry 
new genes into a plant's cells. 
The desired gene is inserted into 
the plasmid, which then inte- 
grates itself into the plant cell. 
The modified plasmid carries in- 
structions to the plant cell to 
express itself and the characteris- 
tics of the gene it is carrying. 

Agrobacterium has been used 
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to transfer genes for herbicide 
resistance into plant cells. Cal- 
gene, a Californian biotechnolo- 
gy company, identified a bacteri- 
al gene that confers tolerance to 
glyphosate, the active ingredient 
of a widely used herbicide called 
Roundup. Agrobacterium was 
then used to introduce the gene 
into tobacco, tomato, poplar and 
cotton. Calgene has patented the 
gene under the trademark Gly- 

hoTol and is working on ways to 
introduce it into crops on a com- 
mercial scale. 

Other natural “vectors” are 
working in the laboratory, nota- 
bly plant viruses that can be al- 
tered so that they infect plants 
with new genes. But unnatural 
methods of genetic engineering 
are also being developed. DNA 
can be injected with a fine needle 
into the nucleus of an individual 

` nt cell or pollen grain. Micro- 

?ction has had more promising 
results than an alternative meth- 
od: direct infusion of DNA into 
cells whose cell walls have been 
removed with the help of chemi- 
cals and an electric current. 

Micro-injection is also one of 
the techniques which could prove 
successful when applied to the 
large group of grass-like plants 
(the **monocots") to which the 
world's staple food crops (wheat, 
maize and rice) belong. To date, 
Agrobacterium has worked well 
only on "dicot" plants such as 
tomato. When a system for intro- 
ducing genes for disease resis- 
tance or greater yield into wheat 
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is found the potential for crop 
improvement will be vast. 

What effect have the new tech- 
niques of biotechnology had on 
traditional ways of patenting 
plants? America's plant biotech- 
nology companies hoped to win 
protection for their work under 
the general patent law after a 
landmark ruling on biotechnolo- 
gy given by the Supreme Court in 
1980. This held that since a bug 
modified by having a foreign 
gene spliced into it was unlike 
any found in nature, it could be 


as eligible for a patent as any & 


other unnatural products—from 
cameras to lightbulbs. 


Legal jungle 


The companies have had a long 
wait. Government policy held 
that any product that could be 
protected under the PPA or PVPA 


could not be protected under (ће. 


general patent law. The policy 
was not reversed until April this 
year, with the granting of a pat- 
ent to Molecular Genetics, a 
Minnesota biotechnology compa- 
ny—the first general patent 
awarded for a seed, plant or plant 
tissue culture. It covers à new 
maize seed that produces extra 
tryptophan, an amino acid used 
in animal feed. Using tissue-cul- 
ture techniques—ie, tinkering 
with groups of plant cells in a 
laboratory  dish—scientists at 
Molecular Genetics found a vari- 
ety of maize that could produce 
quantities of tryptophan. 








Royalties pay for brains 


The implications of this change 
in patent policy are still unclear. 
Biotechnology companies reckon 
it is good news, since they see 
patents as a guarantee that scien- 
tifically fruitful research will 
stand a better chance of reaping 
commercial rewards. They argue 
that research is increasingly capi- 
tal- and time-intensive, and that 
patents help to attract invest- 
ment. But biotechnology compa- 
nies do not have to apply for 
patents: they can still opt for 
protection under the PPA and 
PVPA if they want it. 

When they work as intended, 
patents stimulate innovation, in- 
crease the amount of research 
and lead to better products. 
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However, as genetic engineers 
are well aware, they can also 
cause legal headaches. One of the 
most famous patents on biotech- 
nology—granted for the indus- 
try's basic technique of splicing 
genes into bacteria, invented in 
1973 by researchers at Stanford 
University and the University of 
California at San Francisco 
(UCSF)—is a cautionary tale. 

Stanford and ucsr applied for a 
patent on the technique, but al- 
lowed genetic-engineering com- 
panies to use the process if they 
paid $10,000 to the two universi- 
ties. In return, the companies 
would get credits of $50,000 
against later royalties claimed by 
the universities and pay only half 
the usual royalties on sales of 
genetically engineered products. 

The companies are paying up. 
But last year, Cetus, the second 
largest biotechnology company, 
voiced its "philosophical dis- 
agreement" with the patent. 
Gene splicing, Cetus argued, has 
been used for basic research, and 
only recently and tentatively has 
it led to products. Paying the 
royalty to the universities there- 
fore saps the basic research effort 
of companies like Cetus, discour- 
aging innovation rather than en- 
couraging it. 

A broad patent on a process 
can be as unhelpful as a narrow 
one on à product can be reward- 
ing. Plant development has come 
a long way in the field and the 
laboratory. It would be a shame if 
it got stuck in the courtroom. 


accounts for about 60% of world soyabean production. 
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Genes from the poor іо feed the rich 


Whatever the methods used, plant breeding relies on the genes 
nature has invented. Such genes, say some, are the common 
heritage of mankind and should not become the stuff of profit. 
They have made their case most forcefully at the United 
Nations' Food and Agriculture Organisation (FAO). 

In 1983, representatives from developing countries endorsed 
a resolution calling for worldwide access to reserves of germ- 
plasm (a fancy word for seeds, cuttings, cell cultures and whole 
plants). One of their concerns was that although most of the 
world's germplasm is found in their countries, it was being taken 
and exploited in the developed world only to be sold back to the 
poor countries later. 

They have a point. The United States, for all its agricultural 
might, can boast only five native crops: blueberry, cranberry, 
sunflower, pecan edd: Jerusalem artichoke. This is not unusual. 
Ever since man put down his spear and picked up his hoe, seeds 
have travelled from their native environments to foreign ones. 
For various ecological reasons (introduced crops leave their 
diseases behind, for example) they have often thrived better in 
foreign lands than at home. 

Some travelled naturally. Others were collected by scientists. 
The British took rubber from South America to South-East 
Asia. In 1770, Benjamin Franklin sent soyabean seeds back to 
the United States from China, where they had long been a 
staple crop. Soyabeans did not become a commercial crop in 
America until the 1920s, and only then after the plants had been 
improved with three new strains from Japan. America now 
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But the third-world complaint is barely justified. What goes 
into the development of a new variety of maize are a few genes 
from the developed world. What comes out is a higher-yielding 
variety that both rich and poor can use. China has benefited as 
much as America from the increase in soyabean yields that 
American breeders achieved. 

However, nobody disputes the need to preserve and collect 
genetic resources. As farmers take to the new varieties, the old, 
inefficient ones are lost and with them potentially valuable 
genes. Improved crops mean more genetic uniformity, which 
can make whole crops vulnerable to a single disease. In 1970, 
for instance, 15% of America's maize crop was destroyed by 
southern corn leaf blight. Scientists stopped the rot in this case 
by dipping into reserves of germplasm and developing a disease- 
resistant strain. 


The World Bank is trying to deal with the problem of 
uniformity through its International Board for Plant Genetic 
Resources (IBPGR), one of 13 research centres. Another of these 
research centres, the maize-breeding station called CIMMYT in 
Mexico, is now encouraging farmers to experiment with the 


oldest breeding technique of all—open pollination—to prevent 
over-reliance on genetically uniform varieties. 

Debates over the control and availability of germplasm are 
still going on at the FAO. Meanwhile, the stuff itself is being 
collected and stored in public and private gene banks. The 
IBPGR, which prefers to stay out of political debates, administers 
43 gene banks: 22 in rich countries, 21 in poor. As far as 
possible, these banks are an open source of raw material for 
plant research. 
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| The Hongkong and Shanghai Banking 5 : ; 
Corporation a 


(Incorporated in Hong Kong with limited liability) 


U.S.$400,000,000 


PRIMARY CAPITAL UNDATED FLOATING RATE NOTES | 
(THIRD SERIES) deed 


HoNGKONGBANK LIMITED 


Liovps MERCHANT BANK LIMITED 


BANK OF.CHINA 

BARCLAYS DE ZOETE WEDD LIMITED 
Country NatWest CAPITAL MARKETS 
Darwa Europe LIMITED 

IBJ INTERNATIONAL LIMITED 

MITSUBISHI FINANCE INTERNATIONAL LIMITED 
MORGAN STANLEY INTERNATIONAL 

NiPPON CREDIT INTERNATIONAL (HK) LTD. 
Orton Royat BANK LIMITED 

SUMITOMO FINANCE INTERNATIONAL 

Swiss BANK CORPORATION INTERNATIONAL 
S. G. WARBURG & Co. LTD. 


BANKAMERICA CAPITAL MARKETS GROUP 
BANQUE BRUXELLES LAMBERT S. A. | 

Юлт-Ї1сҥ КАМСҮО INTERNATIONAL LIMITED 

FUJI INTERNATIONAL FINANCE LIMITED 
PRUDENTIAL-BACHE SECURITIES INTERNATIONAL 
SAITAMA INTERNATIONAL (HoNc KONG) LIMITED 
TAKUGIN INTERNATIONAL (ASIA) LIMITED 
Toronto DOMINION INTERNATIONAL LIMITED 


MORGAN GUARANTYLTD —— 


BANKERS TRUST INTERNATIONAL LIMITED Е 
CHEMICAL BANK INTERNATIONAL GROUP. ` 
Скерит Suisse First Boston LIMITED 
GOLDMAN SACHS INTERNATIONAL СОВР. 
LTCB INTERNATIONAL LIMITED 

SAMUEL MONTAGU & Co. LIMITED 

Tue Nikko Securities CO., (EUROPE) LTD. 
NOMURA INTERNATIONAL LIMITED 

SALOMON BROTHERS INTERNATIONAL LIMITED 
SUMITOMO TRUST INTERNATIONAL LIMITED 
UNION BANK.OF SWITZERLAND (SECURITIES) 
YAMAICHI INTERNATIONAL (EUROPE) LIMITED 


BANK OF TOKYO INTERNATIONAL LIMITED < 

BANQUE NATIONALE DE PARIS 

First INTERSTATE CAPITAL MARKETS LIMITED 
GIROZENTRALE UND BANK DER OSTERREICHISCHEN 
THE RovAL BANK OF SCOTLAND PLC 

SANWA INTERNATIONAL LIMITED 

ТОКА INTERNATIONAL LIMITED 

YOKOHAMA Asia LIMITED 


; These secutities are not registered under the Securities Act of 1933 and may not be offered or sold in, or 
9h duly: 1986 to nationals or residents of the United States. This announcement appears as à matter of record only. 









An American primary school 
for London's gilts market 


After the London stockmarket's Big 
Bang on October 27th, 27 primary dealers 
are poised to compete in the reshaped 
government bond market—a market cur- 
rently dominated by two jobbers and a 
` andful of brokers. Many in the City do 

х see how there can be enough business 
for all 27 to make a living. Some doubt 
whether half will survive the first year. A 
glance across the Atlantic at America’s 
government securities market, on which 
Britain’s new system is modelled, suggest 
the lamentations may be overdone. 

The American Treasury bond mar- 
ket—the largest and most efficient capital 
market in the world—is centred on the 35 
primary dealers officially certified by the 
Federal Reserve Bank of New York. 
They include giants like Salomon Broth- 
ers, which trades $12 billion-14 billion a 
day, and small, privately-owned specialist 
firms like Aubrey Lanston. Another 400 
secondary dealers account for perhaps 
30% of total trading. But the Fed will 
deal directly only with primary dealers. In 
turn, these are obliged to bid at every 
Treasury auction and to maintain an 
active market by buying and selling secu- 
rities—in good times as well as bad. 
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In the past, the government securities 
market was viewed on Wall Street as 
Dullsville. Today, business is booming. 
In 1975, the average daily turnover of all 
primary dealers was $6 billion; now, up to 
$150 billion-worth can change hands in a 
day. This reflects far more than the explo- 
sion in the American government's debt; 
the securities themselves are being traded 
much more actively (see chart). 

The increase in turnover has two main 
sources. First, the huge growth in trade 
between primary dealers. This now ac- 
counts for over 50% of all trading and is 
conducted through specialist brokers 
who, like London's new inter-dealer bro- 
kers, act as intermediaries, matching bids 
and offers. This greatly enhances the 
liquidity of the market. Second, new ways 
of trading government securities, such as 
with futures and options, have encour- 
aged a fresh growth of trading. 

Unlike in the old gilts market, dealers 
do not make money on commissions. 
They buy and sell securities at prices net 
of commission, and competition has al- 
ready driven the gap between bid and 
offer prices down to 0.0078%—ie, in- 
come of $78 on a deal of $1m. Today, 
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dealers make little profit from pure mar- 
ket-making. Most of their money comes 
from reading moves in the market cor- 
rectly or from intricate hedging and arbi- 
trage manoeuvres. 

A firm does not need to be a primary 
dealer to take positions in the market, so 
why be one? One original benefit was that 
a firm's direct contact with the Fed put it 
in the best spot to decipher the latest shift 
in monetary policy. In today's electronic 
age, however, everybody knows the in- 
stant the Fed enters the market. A big 
benefit is still that only primary dealers 
(and, more recently, aspiring primary 
dealers) have access to brokers' price 
screens, essential for inter-dealer trades. 
A less tangible benefit is prestige. Some 
customers will deal only with primary 
dealers, particularly since the failure in 
recent years of several secondary dealers 
such as Drysdale Securities and ESM. For 
the same reason, primary dealers get 
readier access to finance, 

The number of primary dealers has 
risen slowly since 1975, from 30 to 35, and 
16 firms are said to be queueing up to join 
this exclusive club. At least half the 
aspirants are foreign firms, including the 
four big Japanese securities houses, 
backed by the huge buying power of 
Japanese investors. If all are accepted, 
New York could have more than 50 
primary dealers by the end of next year. 
Yet, unlike City of London folk, few Wall 
Streeters are fretting about the prospect 
of declining profits, even though competi- 
tion has already become more intense. 
Aspirants for membership tend to com- 
pete exuberantly with primary dealers for 
business in order to show their worth to 


A traders' market 


US government securities 





Sources: Federal Reserve; US Treasury e Primary dealers only * August 
79 
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the Fed. 

New Yorkers do not regard the profits 
from trading government securities as 
having a fixed size. The more dealers 
there are, the more liquid the market, 
and therefore the more trading. One 
dealer's gain from position-taking is not 
necessarily another's loss, because play- 
ers in the market have different objec- 
tives and time horizons, offering opportu- 
nities for arbitraging one lot of 
government bonds against different ma- 
turities, or against other fixed-income 


































After weeks of rumour, it is official: Mr 
Jacques de Larosiére is resigning as man- 
aging director of the IMF after eight years 
in the job. Why is less clear. Mr de 
Larosiére cites “personal reasons”. He 
also says it is time for a change at the 
Fund—because the World Bank has a 
new president and so the Fund’s rela- 
tionship with it may change, and because 
it is about to begin negotiations over an 
expansion of its resources. The two un- 
expired years of his second five-year 
term would not be enough, he implies, to 
meet these challenges. 

His time at the IMF has been, well, 
eventful, The developing-country debt 
crisis came and stayed, and the Fund 






































Jacques wants a life after debt 


gilts. The market is vast, but neither 
homogeneous nor isolated. ^. 

Some American primary dealers are 
more worried about whether the new- 
comers will alter the game. The Japanese 
have already attracted flak, especially 
after last May’s Treasury auction when 
the Big Four were accused of cornering 
the long-term bond issue, causing painful 
losses for several American dealers. The 
truth is that traders simply misjudged the 
appetite of Japanese investors. The new- 





masterminded a case-by-case. approach 
for it. When a country needed to rè- 
schedule its debts, the Fund would work 
out a plan for bringing the country's 
current-account deficit (ie, its need to 
borrow) into line with bank loans avail- 
able. Once Mr de Larosiére attached his 
seal of good policy, and had sweetened 
that with some IMF money, commercial 
banks came forward with new cash and/ 
or softer terms. 

The approach worked. But it has been 
(and is) controversial because it usually 
forces an abrupt change of policy on the 
borrower. The. phrase ‘МЕ austerity 
package" was coined. The Fund became 
an object of loathing in many countries. 
But commercial banks' regard for it 
never wavered. 

The Fund's other role is as an overseer 
of the international monetary system. 
Since fixed exchange-rates were floated 
in the early 1970s, that role has faded. In 
1985, it seemed for a time that Mr de 
Larosiére’s Fund might have a bigger 
part to play as policeman in a system of 
target-zone exchange rates. That no 
longer seems likely. 

As yet, Mr de Larosiére has no job to 
go to, though rumours fly of a post in the 
French government. Early betting on a 
successor favours Mr Onno Ruding, 
Holland's finance minister, and Mr Lam- 
berto Dini, deputy governor of the Bank 
of Italy. Britain's Lord Richardson, for- 
mer governor of the Bank of England, 
was also in with a shout. By tradition, the 
job goes to a European. Why not break 
it and try a Japanese? (See page 84 for a 
candidate.) 


securities such as corporates or British 









comers. offer a ne 
rules. es : 

What lessons for London? On an aver- 
age day, London trades around $2 billion 
in government securities; Wall Street 
(primary and secondary) dealers trade 
perhaps eighty times as much. Crude 
arithmetic suggests that 27.primary gilt 
dealers cannot survive. However, equally 
crude arithmetic shows that in America a 
Treasury issue changes hands every ten 
days, in London only every 16 weeks. 
This suggests potential for.growth in 
trading. volume in London, as trading 
costs fall and new market makers add to 
the. market's liquidity and efficiency. 
Even if the market has room for as many 
as 27 primary dealers, of course, that does 
not necessarily mean the survivors will be 
the 27 readying themselves for next 
month's starting gun. 


w uncertainty, not new 








Securities regulation 


Outsider tracking 


Securities regulators of the world unite, 
you have.nothing to lose but your blind- 
folds. Britain's and America's have made 
a big move towards doing so. On Septem- 
ber 23rd, America's Securities and Ex- 
change Commission (SEC) and Commod- 
ity Futures Trading Commission (CFTC) 
agreed on a framework for exchanging 
information with Britain's trade depart- 
ment to help crack down on securities 
offences on both sides of the Atlantic, as 
well as to detect shaky firms. Talks on a 
formal mutual-assistance treaty to replace 
this informal memorandum are expected 
to start within 12 months. 

Securities and futures trading are be- 
coming increasingly international, with 
regulators in at least warm pursuit. Of 
cials have helped each other in the pa.. 
but clumsily. This latest agreement goes 
well beyond the more formal arrange- 
ments that America, the first to be wor- 
ried, has already negotiated with other 
countries. Japan, for instance, has proved 
willing since May to provide information 
to the Americans, but only on à case-by- 
case basis; Swiss authorities have co- 
operated since 1982, but only if the sus- 
pected offence would be criminal under 
Swiss law, too. 

Britain will now provide information 
regularly to help the American agencies 
enforce. rules that need have no equiva- 
lent in Britain—on condition that the 
rules are in specific areas; the information 
is used in connection with specified of- 
fences; and. that it remains confidential 
(eg, not dished out to the taxman). Brit- 
ain will not help Americans catch those 
who. break American rules іп London, 
nor vice versa. "They'll police their back- 
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Take stock in municipal America 


America's new tax bill has clobbered municipal bonds—debt issued by 
state and local governments, on which interest is exempt from tax— 
because it makes tax savings on them lower than before. But the markets 
have exaggerated the pain. Municipals look attractive, especially to 
investors wary of equities 


In America, municipal bonds are an old 
favourite with rich people who dislike 
risk but want to save tax. For somebody 
with a marginal tax rate of 50%, a 
municipal bond paying 7% annual inter- 
est tax-free is as good as any taxable 
interest-bearing security or deposit pay- 
ing 14%. But the new tax bill, which 
lowers the top marginal tax rate to 30- 
40% next year and then to 28%, will 
narrow this gap. At a 28% tax rate, a 7% 
municipal is worth only the same as 
9.7% on a taxable bond. 

Two other clauses in the proposed tax 
legislation also look bad for these bonds. 
The bill states that if an individual's tax 
liability in any year is less than 21% of 
his total income (earned plus unearned), 
then certain items that are normally 
exempt become taxable. These “prefer- 
ence items" include municipals issued 
after August 7th for “non-governmen- 
tal” purposes—eg. housing and student 
loans. To make matters worse, banks 
(responsible for 24% of all purchases of 
municipals during the past three years) 
stand.to lose their ability to deduct from 
tax 80% of interest paid to finance 
purchases of municipals. 

All this suggests that demand for mun- 
icipals from individuals and banks will 
shrink fast when the bill becomes law. 
Earlier this year, this assumption caused 
the price of municipal bonds to fall and 
their yields to rise. The collapse was 
made worse because state and local gov- 
ernments rushed to issue bonds before 
the tax changes. In 1985, issues doubled 
to a record $204 billion. State and local 
governments continued to borrow heavi- 
ly this year, raising $90 billion in the first 
eight months, most of it between April 
and early August. 

In the past, the tax exemption meant 
that yields on the highest-quality (called 
"general obligation") municipals were 
lower than those on Treasuries of a 
similar maturity (interest on which is 


yard and we'll police ours", sums up one 
official. 

The agreement has been signed against 
the background of a long-running dispute 
over the extra-territorial reach of Ameri- 
ca's regulatory agencies and other coun- 
tries’ use of statutes to thwart it. Ameri- 
can. agencies can subpoena overseas 
documents if there is a high-ranking com- 
pany officer in America on whom to serve 
a subpoena. Congress is considering a bill 
that would authorise the CFTC to serve 
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fully taxable). As the chart shows, the 
market's worries have narrowed this 
gap. Between January and July, the 
average yield on 30-year general obliga- 
tion municipals as a percentage of that 
on 30-year Treasury bonds rose from 
79% to 100%. For a while, some tax- 
exempt bonds yielded more than Trea- 
sury bonds of the same maturity. Since 
early August, the yield ratio between 
municipals and Treasuries has fallen 
back to below 90%, but this is still 
historically high. 


Life in municipals yet 

The market has over-reacted. Prices 
have fallen too far, relative to Treasur- 
ies, given the continued, though smaller, 
tax advantage held by municipals. As 
this overshoot corrects itself, traders 
have a chance for capital gains. As 
returns on other investments decline, 
interest rates on municipal bonds are 
looking relatively attractive for those 
who prefer to hold their bonds and enjoy 
tlie income. 





Municipal yield as % of 
Treasury yleid 






30-year Municipal 
AAA 






1980 81 82 83 84 85 86 


Source: Salomon Brothers 


subpoenas on people outside America, 
too. The sEC raised hackles almost two 
years ago by circulating a proposal to 
deny foreigners who use American finan- 
cial markets some of the protection of 
their domestic laws. 

That conflict will now be reduced, 
though it has not vanished. Britain's trade 
department may still withhoid informa- 
tion on grounds of public interest; Ameri- 
ca’s agencies may still break foreign laws 
in seeking information abroad. But from 





NEW YOFIK 


They are one of the few shelters to 
have weathered tax reform. Even at the 
reduced top tax rate of 28%, the current 
gross yield of 9.4% is well above the 
7.7% yield on Treasuries and far ahead 
of money-market funds and bank depos- 
its. They may also benefit from the way 
the buoyant stockmarket of the past four 
years has tempted many cautious inves- 
tors to buy mutual funds (like British 
unit trusts, these spread risk by investing 
in a portfolio of shares). The market's 
recent falls are making such funds look 
riskier than municipal bonds. 

Also, the minimum-tax rule should 
have less impact than many rich folk 
fear. Merrill Lynch reckons that some- 
body with a gross income of $150,000 
could have $73,000 in income from pref- 
erence items before being subject to 
extra tax. If all of that was interest from 
municipals, this would allow him to hold 
$im in such bonds (issued after August 
7th) before being caught by the tax net. 

The potential market for municipals is 
big. A survey by the Federal Reserve 
reveals that only 2% of households 
owned municipals in 1983, compared 
with the 19% which had shares and 17% 
which had individual retirement ac- 
counts (the pension plans that have lost 
their tax exemptions). So there is room 
for a gradual switch into municipals. 

A more immediate reason for favour- 
ing municipals is that new tax-exempt 
bonds are going to be scarcer from now 
on, Much of this year's issue rush was 
advance financing ‘of local government 
spending, so there will be a lag before 
more borrowing is required. And the tax 
bill will itself reduce the volume of new 
tax-exempts. "Public purpose" issues 
(eg, for education and roads) will remain 
unrestricted. But each authority's vol- 
ume of "non-governmental" (eg, hous- 
ing) issues is to be limited, while bond 
issues for “non-essential” purposes, (eg, 
loans to farmers and for sports stadiums) 
will no longer be exempt from federal 
income tax. These changes could cut the 
volume of new issues of tax-exempt 
municipals to 30-50% below last year's 
level. This means more investors chasing 
fewer bonds—a recipe for higher prices. 


now on the Americans will usually ask 
nicely first, instead of using their knuckle- 
dusters, while the British will be chary of 
refusing access in cases where the new 
understanding fails to deliver and Ameri- 
cans jog back to their judges. 

The American agencies are likely to 
vield a lot more information than the 
British trade department, for the mo- 
ment. That could change after Parliament 
passes a new financial services bill later 
this year.. The act will then give officials 
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broader powers to investigate insider 
dealing, improve routine collection of 
information and let the Bank of England 
share information with foreign authorities 
other than bank supervisors. The London 
Stock Exchange, too, will step up trade 
reporting after its Big Bang. 

In neither country do officials have the 
legal power to subpoena information to 
prosecute breaches of another country’s 
laws. The Americans think this power is 
needed to police efficiently securities 
markets worldwide. The British are less 
keen. Other issues, including the mutual 
acceptance of company prospectuses, 
could also surface. 

Where America and Britain go, Japan, 
Switzerland and France, for a start, may 
be persuaded to follow. America is nego- 
tiating with Japan (the latest meeting was 
on September 12th) and France. Britain’s 
trade department will intensify talks with 
the Japanese in October, and it has invit- 
ed foreign securities regulators to a chin- 
wag in December. This is a good begin- 
ning. But until all financial centres help 
one another to enforce reasonable rules, 
fast money will always outstrip the fleet- 
est of gumshoes. 


Trustee Savings Bank 


Rutting-time 


Normally, police outside a bank are there 
to stop robbers—or depositors—from 
taking money out. On September 24th, 
when applications closed for the 1.5 bil- 
lion shares that Britain’s Trustee Savings 
Bank is selling for 100p each, police were 
outside City of London branches to con- 
trol crowds expected to put money in for 
last-minute applications. Private sleuths 
were also behind the counters, trying to 
bag stags. 

The TSB claims 3m applications have 
come in for an allocation of between the 
minimum lot of 400 and the maximum of 
10,000 shares. The main reason is the 
widespread belief that the shares will 
bring those lucky enough to secure them a 
virtually guaranteed capital gain when 
official dealings begin on October 8th. 
TSB also ran an enthusiastic advertising 
campaign, but that was hardly necessary. 

The shares are being so under-priced 
because of the bank's peculiar structure. 
The House of Lords ruled that the saving 
bank's assets have no existing legal own- 
er. So those who acquire the £1.5 billion- 
worth of new shares will also own the 
bank's existing £900m of net assets. On 
the secondary market, the share price 
should rise to reflect that. Big institutions 
are expected to be eager buyers of the 
shares once dealing begins. The offering 
earmarks only 10% for them, because the 
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Britain's homeless, its mentally-handi- 
capped, its disabled, its drug addicts and 
its recovering alcoholics could all benefit 
from a novel investment race, sponsored 
by Prudential Corporation. Six financial 
firms will compete to make the biggest 
capital gain in one year on an initial 
investment of £35,000. 

The Pru, an insurance company based 
in London's Holborn, is making a one- 
year, interest-free loan of £35,000 each 
to two City fund managers and three 
stockbrokers. The sixth runner is the Pru 
itself. The race began on September 24th 
but it matters little who wins. Any profit 
made on the starting stakes goes to 
Charity Projects, a fund-raising body 
which will dish out the money. 

Here are the starters in the so-called 
Great Investment Race and how (they 
say) they plan to beat the competition. 
€ Nomura, Japan's biggest securities 
house, will initially invest in high risk/ 
reward markets—eg, options and cur- 
rencies—hoping for a swift capital gain. 
Then it will play safe, investing in low- 
risk Japanese equities, convertible bonds 
and warrants. 





bank wants to put the shares mainly into 
the hands of individuals, with priority 
going to its employees and depositors. 
TSB's stockbroker, Rowe & Pitman, 
says officially that the part-paid shares 
(50р now, and 50р in a year's time) are 
likely to trade at 25% above partly-paid 
value. Others reckon this too conserva- 
tive. Brokers are already offering a pre- 
mium of more than 100% for the rights to 
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Charity begins at Holborn 









e Fidelity, the American investment 
group, will keep a large chunk of its 
portfolio in cash, ready to invest in 
shares that look particularly attractive 
(“special situations™ in the jargon) in the 
American and Japanese markets. 

€ Bell Lawrie, an Edinburgh stockbrok- 
ing firm, hopes to identify a few takeover 
targets for a quick profit; otherwise, it 
will invest in unexciting blue-chip equi- 
ties and unit trusts. 

€ Hoare Govett, a London firm of 
stockbrokers, is looking for a 25% gain 
with a range of overseas stocks, British 
equities and put options. 

@ L. Messel, another firm of City bro- 
kers, says it will jump between equities, 
international futures, and currencies in 
an attempt to double its stake. 

@ The Pru will dabble in currencies, 
futures, options and, to a lesser extent 
British equities. 

At the end of the race, the initial 
stakes will be returned to the Pru. And 
what if, heaven forbid, any or all of these 
investment aces lose a bundle and end up 
with less then £35,000? The Pru will 
shoulder the losses. 


shares from those likeliest to be allocated 
them. In the longer term, however, the 
share price will be determined by the 
bank’s profits performance compared 
with other British banks. Nobody knows 
what the bank's managers plan to do with 
their £1.5 billion in new capital. 

Because TSB looks such a giveaway, 
every applicant is a potential stag—those 
stockmarket beasts who apply for a new, 
underpriced share issue with the intention 
of selling the shares as soon as they start 
trading. The small private investor shor 
have no qualms about stagging. The lik 
premium for sale now is worth far more 
than TSB's loyalty bonus in three years’ 
time of one-share-for-ten. 

Stags who put in illegal multiple appli- 
cations could be in serious trouble. TSB is 
the first issuer to require applicants to 
sign a declaration that it is their only 
application. This will make conviction of 
multiple applicants for fraud fairly easy, if 
they can be identified. Those convicted 
will face fines of up to £10,000. TsB is 
keener on prosecution, it says, than Brit- 
ish Telecom (which brought only ten stags 
to court). 

Will multiple applicants be caught? 
Peat Marwick Mitchell; a firm of accoun- 
tants, was called in a year ago to start the 
sleuthing. Video cameras have tracked 
queues for notorious stags. In the first 
week of postal applications, computer 
cross-checking and handwriting compari- 
sons pinned down over 100 multiple ap- 
plicants. Peat Marwick is keeping quiet 
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about its exact methods because it is 
passing on what it has learnt to Touche 
Ross, the accountancy firm handling the 
next potential stagging ground: the mas- 
sive flotation of British Gas in November. 


British investment trusts 
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Up for grabs? 


Are Britain’s 200 investment trusts, 
which have £21 billion ($30 billion) in 
assets, again vulnerable to takeover? 
Their share prices have always traded at a 
discount to net asset value. For a. brief 
period in the 1970s, pension funds, un- 
able to invest heavily in the stockmarket 
without pushing prices ahead of them- 
selves, were buying up investment trusts. 
In 1978, Barclays Bank bought The In- 

itment Trust Corporation (and resold it 

the Post Office pension fund for £85m) 
in lieu of making a rights issue. The 
fashion could make a comeback. After 
Big Bang in October, securities firms can 
act as both principal and broker, and so 
take large inventories of shares on to their 
books for resale. 

A smart deal by Mr Robert Maxwell 
and Goldman Sachs, an American invest- 
ment bank, is the harbinger. In August, 
Mr Maxwell, chairman of British Printing 
& Communication Corporation (BPCC), 
bought Britain's twelfth largest trust, 
Philip Hill, from disenchanted institution- 
al shareholders with a mixture of cash and 
new BPCC shares. He then sold £200m of 
the trust's £330m share portfolio to Gold- 
man Sachs for a small discount. On Sep- 
tember 17th, Goldman sold the shares. 

The deal effectively enabled Mr Max- 
well to raise £200m in capital for BPCC, 
which he was loth to do with a normal rights 

ie because 75% of the firm was then 
пей by a private company, Pergamon 
Press, which he controls. He did a similar, 
б smaller, deal, when he boughtand liquidat- 
еде Bishopsgate investment trust to raise 
£53m in 1984. Mr Maxwell bid for Philip 
Hill confident that institutional sharehold- 
ers. would back him because of the trust's 
dismal performance. 

Two reasons suggest this deal was not a 
one-off. First, the willingness of Goldman 
Sachs to buy a whole portfolio of £200m 
Showed the sort of liquidity. London is 
likely to have after Big Bang. The top 50 
investment trusts used to feel safe be- 
cause they were too big, costly and risky 
to sell off in pieces. No longer. 

Second, the undervaluation of invest- 
ment trust shares. As the chart shows, 


investment trust shares trade at a 20-3095 . 


discount to net asset value. The sector has 

quietly dwindled from managing 8.7% of 

British shares in 1974 to 5% in 1985. 
Some think that the discount is a red 


. Strippers’ delight 
“(UK investment trusts 
o. Discount to underlying assets 


FT-Actuaries: 


all-share 


“investment 
trusts index 400 


Source: Datastream 


herring. Acquiring firms can rarely buy a 
trust at a significant discount, because— 
unless, perhaps, it is an agreed bid—the 
share price rises as soon as a bid is 
announced. In fact, Mr Maxwell paid a 
6% premium on asset value to sharehold- 
ers who took BPCC shares, even though 
the trust’s shares had been trading at a 


Chase cashes in 


If you think that Eurocheques are a 
guarantee against draconian bank 
charges when travelling in Europe, take 
care. Some American banks in Paris are 
no friends to the nomad. 

Eurocheques are supposed to be good 
for travellers because lots of European 
banks issue them to a standard format, 
banks and shops across Europe accept 
them when backed by a special cheque 
card, and cheques can be written in a 
currency other than that of an account- 
holder's deposits. They carry the same 
exchange risk as ordinary travellers 
cheques but are more widely usable to 
pay bills. In most European countries, 
retail banks charge a uniform 1.696 com- 
mission on Eurocheques, levied by the 
bank that processes a paid-in cheque. At 
their discretion, issuing banks can also 
charge a small fee for each cheque. 

But cheques drawn on a foreign bank 
and presented in France can face capri- 
cious charges, if the acquiring bank is not 
affiliated to Carte Bleue, the credit card 
group that handles Eurocheques for 
French commercial banks. Retailers, if 
they are not linked to Carte Bleue, can 
also charge any commission they like on 
a Eurocheque—even though Euroche- 
ques are guaranteed by the issuing bank. 

One culprit is the Paris branch of 
America's Chase Manhattan. A holder 
of a French-franc account at Chase pre- 
senting the bank with a Eurocheque 
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23% discount. And a recent bid by En- 
sign Trust for Berry Trust, both of them 
British investment trusts, failed because 
the bid, at 92% of asset value, was 
considered too mean. 

But the discount can make a takeover 
offer irresistible to shareholders dissatis- 
fied with performance. To survive, trusts 
must whittle down the discount so that 
shareholders stay with them. Their best 
hope is to generate more demand for 
their shares. Their handicap is that, being 
public companies, they are restricted in 
their advertising and so have lost individ- 
ual investors to unit trusts. A pity, be- 
cause investment trusts cost less to invest 
in than unit trusts and have performed 
better than the average unit trust. 


French exchange controls 
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Demain, demain 


PARIS 


The prospect of letting the French franc 
compete freely on world money markets 
is proving tougher than the Chirac gov- 
ernment bargained for. The first heavy 
pressure on the franc since last spring has 
scared the government away from lifting 


written in the same currency is made to 
pay a FFr500 ($76) commission charge, 
or 50% of the value of the cheque, 
whichever is the lesser. The bank adds 
on à charge for postage; then both fees 
face value-added tax at 18.6%. A recent 
victim who paid in a FFr500 cheque lost 
nearly two-thirds of his money in charges 
and tax. 

Not all American banks are so harsh. 
Citibank, though not part of Carte 
Bleue, does not charge a sou. 








France's . most. important .. foreign-ex- 
change controls. 

A fortnight ago, France's finance min- 
ister, Mr Edouard Balladur, proudly im- 
plied that French banks would soon be 
able to lend francs freely to non-residents 
and that French residents would at last be 
allowed to have foreign bank accounts. 
Yet on September 23rd, he indicated that 
lifting these restrictions would be put off 
for several weeks, and possibly a lot 
longer. 

The controls are to discourage French 
people from syphoning francs abroad and 
to. prevent foreigners from building up 
franc balances with which to speculate 
against a weakening French currency. In 
effect, they allow France's monetary au- 
thorities to keep French interest rates 
lower than they would need {о Бе if the 
French franc were freely convertible. As 
long as it has controls like this, France's 
financial markets will never get out of the 
second division. 

The slide in the value of the American 
dollar has undone the Chirac govern- 
ment's liberal intentions. As investors 
and speculators shift money into D- 
marks, the European Monetary System 
(EMS) has come under strain. The Bank of 
France spent about DM1 billion on Sep- 
tember 18th buying francs and selling D- 
marks to stop the two currencies from 


Button-lipped Balladur 


breaking thé EMS band. 

The problem is less the weakness of the 
franc than the appeal of the D-mark. 
Inflation in France is roughly 2% a year 
but prices in West Germany are steady or 
falling. Different expectations about in- 
flation for the two countries are reflected 
in a gap of two percentage points in their 
interest rates. . 

The French are in the front of the 
chorus. calling for lower West German 
interest rates. Failing that, pressure is 


From jet-set to smokestack 


Mr Shijuro Ogata, the Bank of Japan's 
genial deputy governor, is one of Japan's 
best-known figures in international 
banking. He has many friends abroad, 
made on his frequent trips to meetings of 
the IMF and the Bank for International 
Settlements. More, it seems, than at 
home. x 

On September 25th, Mr Ogata started 
a new job, after a week's notice. Gone 
will be the silver-spooned whirl of cen- 
tral banking. He is being moved side- 
ways to be deputy governor of the Japan 
Development Bank (ps), a relic of the 
1950s when Japan needed development. 
Mr Ogata is said to be furious. At 58 he 
could have expected, if not the top 
central bank job, at least a well-paid post 
in the private sector or in an internation- 
al organisation. 

Mr Ogata is а sacrificial pawn in a 
political squabble. Normally, the Bank 
of Japan nominates senior appointments 
at the JDB. In August, it had pencilled in 
Mr Yuichi Hirota, one of Mr Ogata's 
juniors. But that proposal was apparent- 
ly vetoed by the prime minister's office. 
It wanted somebody more senior, as the 
JDB's role is being enhanced. Conspiracy 
theorists see other reasons: was the fi- 
nance ministry keen to reassert its influ- 
ence over the central bank, with which it 
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has squabbled about interest rates? Or 
had Mr Ogata become too international 
for his own good? 

Earlier this. year, Mr Ogata found 
unexpected fame when one of Japan’s 
sensationalist weeklies. carried. a full- 
page picture of him walking his dog, with 
a headline blaming his "secret pact" with 
America's Federal Reserve for the yen's 
sharp and painful rise. Life at the JDB will 
give him a lower profile, but may be no 
less arduous. The bank was given, in July 
1985, a revived role in restructuring 
Japan's domestic economy. In the past, 
it gave loans for things like converting 
oil-fired power plants to other fuels. It is 
ndw supposed to invest in a range of 
urban redevelopment and energy pro- 
jects, to finance R&D programmes for 
new technologies, and to finance inward 
foreign direct investment. 

Mr Ogata's successor as deputy gover- 
nor at the Bank of Japan is Mr Takeshi 
Ohta, an executive director. It is no 
disrespect to Mr Ohta to say that Mr 
Ogata will be missed. But will-he stay at 
the JDB? His family is so international 
(his wife, Mrs Sadako Ogata, was Ja- 
pan's first ambassadress when at the 
United Nations in the 1970s) that he may 
soon. be restless. Headhunters for inter- 
national banks and brokers; please note? 





bound to grow for a reshuffle of curren- ` 


cies inside the EMS. And then? If the 
- French government still stalls, its prom- ` 


ises about exchange controls “when the 
time is right" will sound as. empty as 
Britain's "not-whether-but-when" state- 
ments about putting sterling in the EMS. 


Triple-witching hour 


No plague of frogs 


NEW YORK 


Despite (or because of) all the publicity, 
the so-called “triple-witching hour" failed 
to spook Wall Street on Friday Septem- 
ber 19th. Triple witching occurs at 4pm 
on the third Friday in March, June, 
September and December, when stock- 
index futures and options and stock op- 
tions simultaneously expire, trigger 
computer-guided trading programs. ! 
some previous triple-witching © hours 
American equities have had huge price 
swings as program traders (whose com- 
puters arbitrage between stock-index fu- 
tures and the stocks themselves) un- 
wound their positions. 

September 19th turned out to.be a non- 
event, with more jostling among witch- 
hunters in the Stock Exchange's visitors' 
gallery than on the floor itself. Buyers 
and sellers were fairly evenly matched 
and the Dow Jones industrial average fell 
by only 0.6% on the day, compared with 
an average swing of 1.7% on the two 
previous triple-witching days this year. 

How much of this was the result of the 
Securities and Exchange Commission's 
experiment to dampen down price move- 
ments? On September 10th, the SEC is- 
sued voluntary guidelines for traders to 
place orders for executions at the mar- · 
ket's close оп a triple-witching day | 
later than 3.30pm, giving investors half аи 
hour to respond to imbalances. 

Many Wall Street watchers reckon the ^ 
early disclosure of imbalances had little 
impact. Most program traders had un- 
wound their positions beforehand. Some 
wickedly suggest that the triple-witching 
hour passed peacefully not because of the 
SEC's measures, but because the an- 
nouncement of them advanced the evil 
hour by eight days. Traders, nervous 
about the impact of tlie SEC guidelines, 
decided to unwind positions early. This 
could explain part. of the slump in prices 
on September Lith. ` 

Despite evidence to the contrary, the 
SEC is still being bombarded by a barrage 
of complaints that computer-driven trad- 
ing causes greater price volatility. It is 
pondering whether further regulation is 
needed. Yet if witches want to cavort in 
markets, they usually find a way. When 
shall we three meet again? 
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Piltdown Bird it is not 


“It is not often that one has the opportu- 
nity to write a book that seems destined 
to be offensive to everyone . . . norisour 
unfortunate tendency to fall into a deri- 
sive style likely to be seen as very pleas- 

t" say two scientists in a recently 
,~blished book. Sir Fred Hoyle and Dr 
Chandra Wickramasinghe, distinguished 
cosmologists who now devote much of 
their considerable brainpower to trying to 
overturn Darwinism, have taken their 
opportunity with relish. They have 
launched one of the most stinging attacks 
on the integrity of other scientists since 
Newton lost his temper with Leibniz. 

The argument concerns a fossil, the 
British Museum’s specimen of Archaeop- 
teryx. The two sceptics claim that Archae- 
opteryx is a fake, that the scientists at the 
British Museum know it is a fake, and 
that they have restricted the sceptics’ 
access to the specimen. The third charge 
is unfair. The museum has given the two 
virtually unlimited access to the fossil. 
The only thing it has denied them is the 
chance to remove certain bits of it for 
analysis—just as the Louvre would have 
denied them the chance to remove bits of 

Mona Lisa. 

Archaeopteryx is the Mona Lisa of 
fossils. It is like a small dinosaur with the 
' impression of bird's feathers beautifully 
preserved in fine limestone. Discovered 
at Solnhofen in Bavaria in 1861, two years 
after the publication of Darwin's theory, 
it epitomises evolutionary change: half 
dinosaur, half bird. Sir Fred and Dr 
Wickramasinghe feel that if they can 
demolish it, they damage Darwinism. 

Their accusation is that Dr Karl Haber- 
lein, a Bavarian country doctor, acquired 
à fossil of a small dinosaur, spread a layer 
of cement (made from the same lime- 
stone) on it and used real feathers to 
leave a faint impression in the cement. 
His alleged motive was money. He sold it 
in 1862 to the British Museum (together 
with 1,703 lesser fossils) for £700. It is 
further alleged that Sir Richard Owen, 
natural history director of the museum, 
knew it was a fake and bought it because 
he hoped to use it as a trap with which to 
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Berlin's early bird 


^ 





London's feathers 


catch his old enemies, Charles Darwin 
and Thomas Henry Huxley. 

Leave aside for the moment the ques- 
tion of Owen's motive and consider the 
fossil itself. When the two sceptics first 
made their charges (in the British Journal 
of Photography), they said that the issue 
could be settled by examination of the 
split slab of rock on which the impressions 
of feathers appear (above and below the 
specimen). Dr Alan Charig, curator of 
fossil reptiles and birds at the British 
Museum, took up their suggestion. 

He and his colleagues found two things 


to counter the cement theory. First, there 
are hairline cracks running through both 
slabs that match exactly. Sir Fred re- 
sponds by suggesting, astonishingly, that 
Dr Charig emphasised the cracks on his 
photograph with a mapping pen, and that 
the cracks could have come through the 
cement like damp through a bathroom 
wall. These points are easily dismissed. A 
photograph taken in 1895 and reproduced 
in the book shows one of the cracks more 
clearly than Dr Charig's photograph. The 
cracks are full of mineral deposits; they 
could not have moved to crack any ce- 
ment layer over them. 

Second, Dr Charig notes that there are 
complicated “dendrites” of manganese 
dioxide crystals that match on the two 
slabs. But they do not overlie the feath- 
ers, says Sir Fred. Yes, they do, says Dr 
Charig. Your correspondent has seen the 
specimen and agrees with Dr Charig. 

Sir Fred and Dr Wickramasinghe made 
an elementary blunder. They said that the 
fossil has a long, single tail feather. It 
does not. It has two feathers attached by 
ligaments to every joint of a long bony 
tail—most unlike modern birds. 

So much for the feathers themselves. 
The Hoyle attack has other obstacles to 
overcome. One is that the fossil's bird- 
like nature is in its bones as well as its 
feathers (Sir Fred does not challenge the 
authenticity of the bones). It has a wish- 
bone and backward-pointing pubic bone, 
both of which are diagnostic of birds. It 
also has a perching foot like a pigeon's. 

Moreover, the London specimen is one 
of five skeletons and a single feather 
found in the same limestone. (The Soln- 
hofen limestone, incidentally, is famous 
for its ability to preserve fine details, like 
the "fur" of pterodactyls and the bodies 
of jellyfish.) Dr Haberlein could not have 
faked them all: two were dug out of the 
rocks in the 1950s. But give Sir Fred the 
benefit of the doubt and imagine a clan of 
forgers. Now explain the following: 

@ The Teyler specimen was found in 1855 
and misidentified as a pterodactyl until 
re-examined in 1970. It has poor feather- 
impressions, but they are there nonethe- 
less. Answer: Dr Haberlein was forging 
before Darwin published? 

@ The Berlin specimen, found in 1877, is 
the best of all. Answer: the Háberlein 
clan was at the height of its powers? 

€ The Eichstätt specimen, found in 1951, 
has no decent feather-impressions. An- 
swer: the Háberleins did not get their 
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hands on it? 

@ The Maxburg specimen, found in 1956 
(and now in private hands and not avail- 
able for inspection), has clear feathers, 
including some that are overlain by a 
bone, as photographs testify—something 
that would be virtually impossible to 
forge, even by the Haberleins. 

Sir Fred and Dr Wickramasinghe wish 
to support their own theory that evolution 
happens in jumps triggered by the arrival 
of new genes from space. One of these 
jumps happened at the end of the Meso- 
zoic era, when the mammals replaced 
dinosaurs and birds replaced pterodactyls 
as the dominant vertebrates. Archaeop- 
teryx is a Mesozoic bird, but not the only 
one. Other fossil birds and fossil feathers 
date from the Mesozoic, and many fossil 
mammals as well. A fossil bird that is 
even older than Archaeopteryx has re- 
cently been found in Texas. 

Sir Fred and Dr Wickramasinghe be- 
lieve that Archaeopteryx is crucial to 
Darwinism. Wrong again. There are 
many other and better transitional fossils: 
between fish and amphibians, between 
reptiles and mammals, and so on. To lose 
Archaeopteryx would dent the Darwin- 
ists’ case by less than one iota. 

If the two sceptics’ motives are clear, 
the alleged forgers' motives are not. Sir 
Richard Owen made an awful mess of the 
trap he supposedly laid for Darwin and 
Huxley. He never revealed it, so at best it 
remained a private joke. He persuaded 
the British Museum's trustees to fork out 
two years' worth of acquisition money on 
the Háberlein collection, at a time when 
he was lobbying politicians hard for his 
own natural history museum in South 
Kensington. He then wrote a treatise on 
Archaeopteryx in the transactions of the 
Royal Society. The society, the trustees 
and the politicians would all have been 
mortified if he had then turned round and 
said Archaeopteryx was a fake. 

As Dr Steven Gould, a palaeontologist 
and historian at Harvard University, told 
this newspaper, Owen devoted so much 
attention to Archaeopteryx for one reason 
only: he thought it supported his own 
views on evolution (Owen was no crea- 
tionist) rather than Darwin's and Hux- 
ley's. Indeed it does to some extent, for it 
puts the origin of the birds much earlier 
than Huxley would have had it. Darwin 
and Huxley made little use of Archaeop- 
teryx in their writing. 

The assertion, in short, is that Owen 
laid a trap that he never sprang to discred- 
it an idea he believed was right and that 
his modern successors at the museum 
have compromised their own respect for 
truth to uphold Owen's reputation. Such 
a claim buckles credibility. It was scien- 
tists at the British Museum who exposed 
the hoax of Piltdown Man. 
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AIDS 
Wellcome news 


WASHINGTON, DC 





A slender ray of hope has at last bright- 
ened the outlook for some AIDS patients. 
A Burroughs-Wellcome drug called azi- 
dothymidine (AZT), taken by mouth four 
times a day, appears to slow the progress 
of the disease in some patients. In Ameri- 
ca, the Public Health Service will make 
the drug available free to AIDS victims 
who seem likely to benefit. 

AZT has undergone trials at a dozen 
medical centres in the United States since 
February. Results are impressive. About 
half of 282 participants were given AZT, 
while the rest—for comparison pur- 
poses—were given a look-alike placebo. 
Only one of the patients receiving the 
drug has since died, compared with 16 of 
the group that received the placebo. 

The patients given AZT had fewer seri- 
ous complications than the others. This 
was true not only for patients with AIDS 
itself, but also for members of the sample 
with AIDS-related complex (ARC)—a con- 





A longer life for a few 


dition in which they do not have all the 
symptoms of the full-blown disease. 

All surviving study-patients will now 
get AZT. The Public Health Service has 
also set up a toll-free number that doctors 
licensed to practise medicine in the Unit- 
ed States (but not elsewhere) can tele- 
phone in order to get AZT for their pa- 
tients. Distribution is planned from 
September 29th onwards. 

There is a catch. To receive the drug, 
patients must have developed a common 
complication of the disease—Pneumocys- 
tis carinii pneumonia (PCP), a parasitic 
form of pneumonia—within 90 days of 
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AIDS having been diagnosed. They must 
also have suffered only one episode of the 
pneumonia. If they have had several 
bouts of PCP, or suffered other manifesta- 
tions of AIDS, such as Kaposi's sarcoma or 
non-PCP infections instead, there will be 
no AZT for them. 

At most, only 6,000 of America’s 
10,000 AIDS sufferers fall into this catego- 
ry. Doctors are bound to come under 
great pressure to obtain the drug for 
patients who do not meet the criteria, 
even though supplies are limited and the 
effectiveness of AZT has so far been dem- 
onstrated only for patients who do. Be- 
cause the findings on ARC patients in the 
study were statistically inconclusive, they, 
too, are for the moment ineligible for AZT 
(unless they received a placebo in the first 
study). 

AZT does not cure AIDS, although it 
interferes with the disease. Dr Rob 
Windom, an official at the Department 
Health and Human Services, issues a 
caution that nobody knows yet how long 
its benefits will persist or whether it might 
eventually do more harm than good. 
Some patients have already been taken 
off Azr—both temporarily and perma- 
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nently—because they could not tolerate 
its bone-marrow toxicity. About half the 
patients on the drug have become anae- 
mic. More sustained and widespread use 
of the drug could reveal new, unwelcome 
surprises. 

Another reason for restricting use of 
the drug is that its universal adoption 
might slow the introduction of alterna- 
tive, and possibly safer, drugs now being 
developed to treat the various manifesta- 
tions of the disease. AZT is nevertheless 
being rushed through the approval proce- 
dures of the Food and Drug Administra- 
tion so that its experimental status can be 
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 Firstand Foremost, 
Ме" ге Innovative 


israel Discount Bank, our main banking subsidiary, is a bank 
with a long history of “firsts”. 

- the first israeli bank to open its own offices in the U.S.A. 

~ the first bank in Israel to totally computerize its operations 
ће first to offer linked savings plans... 

— ће firstto launch comprehensive Telephone & Videotex 
Home Banking in israel. 


Quick to grasp the potential in high technology industries, we 
became the first financial group in Israel to establish a 
separate investment arm, today comprising 5 specialized and 
highly professional investment and joint venture concerns. 


IDB BANKHOLDING CORPORATION LIMITED. Ра 
pe equ RI M T 


Total Assets exceed U.S. $10 billion. Head Office: 27 Yehuda Halevi Street, 65 546 Tel Aviv, Israel, Tel: (03)637111 
U.S. SUBSIDIARY: ISRAEL DISCOUNT BANK OF NEW YORK. Main Office: 511 Fifth Avenue. N. Y. Tel: (212)551-8500 

‚ Other subsidiary banks and offices: Buenos Aires / Cayman / Curacao / London / Los Angeles / Luxembourg / Miami (2) / 
Montevideo (3) / Montreal / Nassau / Punta del Este / Rio de Janeiro / Santiago / São Paulo / Toronto. 


The Big Bang starts 
on October 27th. On the e| 
-WE LIGHT THE FUSE = 


: The Big Bang comes to the City on October the 27th, products, equipment and кү A N turn the 27th from 
and, like they say, there's no smoke without fire(norbigbangs — just a boom into а bang that will echo round the world. 


without a detonator). 
So from the 21st to the 23rd of October the 


international Financial Services and Technology Exhibition will 


If you'd like to help us light the fuse phone the number 
below and we'll send you a complimentary ticket. 


be running at the Barbican. There you'll find all the services, THE CITY WILL NEVER BE THE SAME AGAIN. 


International exhibition, conference 
and seminars of services, products, 
equipment and technology for banks, 
building societies, insurance and 
financial institutions 


SERVICES 
& TECHNOLOGY THE BARBICAN LONDON GLAND 
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How AZT works 


Viruses spread their poison by taking 
over the genetic machinery of their tar- 
gets, which then make copies of the 
invaders. To do this, the AIDS virus— 
which attacks the T cells of the immune 
system—relies on an enzyme called re- 
verse transcriptase. 

The AIDS virus needs this enzyme be- 
cause, unlike most viruses, its genetic 
machinery works backwards. Instead of 
making RNA copies of its DNA genes, it 
does things the other way around. Both 
RNA and DNA have a code written in four 
chemical “letters”, but one of the letters 
is different: where DNA uses thymidine, 
RNA uses uracyl. So if you poison thymi- 
dine, you might stop the virus using 
thymidine to make DNA. 

The drug Azr—azidothymidine—is 


changed. If the agency gets enough evi- 
dence from the patients who will now be 
put on the drug, AZT could be sold com- 
mercially by early next year. 

This has excited Wall Street. The price 
of Wellcome shares rose 20% on news 
that approval could come quickly. The 
market is small—orfly about 6,000 Ameri- 
cans with AIDS stand a good chance of 
benefiting from the drug—but, alas, it is 
growing fast. In 1991, more than 170,000 
Americans will need hospital treatment 
for AIDS. But up to 2m more may carry 
the AIDS virus already, and many will be 
tempted to try AZT. Scientists do not yet 
know whether that would improve their 
health or damage it. 


Air safety 


If you can keep 
your head... 





Next time you fly, ask the passenger next 
to you whether he is an expert on air 
safety. If he is, the chances are that in his 
hand luggage will be a neatly-folded 
transparent bag with a filter and an elasti- 
cated edge. This is a smoke hood. It could 
save his life. 

The case for giving smoke hoods to all 
passengers has grown since August 1985, 
when 55 people died at Britain's Man- 
chester Airport. The engine of a Boeing 
737 exploded during take off and set fire 
to 2,000 gallons of fuel. A coroner heard 
this month that most of the victims suc- 
cumbed to gas and soot within two min- 
utes of starting the scramble to get out. 

This pattern is common. Eight out of 
ten people who die when aeroplanes 
catch fire are killed by inhaling toxic 
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fake thymidine. It works against the AIDS 
virus because it is enough like thymidine 
to be recognised and acted on by reverse 
transcriptase. But when the enzyme 
forges the drug into the chain of DNA, the 
thymidine link of the chain attaches at 
only one end. Thereafter, no new links 
are added to the chain and no new copies 
of the AIDS virus are made. Without 
those new copies, the virus cannot go on 
to infect other cells. 

Human cells need to make DNA as 
well, especially those that divide and 
multiply, such as nascent blood cells in 
the bone marrow. But the enzyme that 
they use is a better machine than reverse 
transcriptase and not quite so easily 
fooled by the AZT. So the drug harms the 
virus more than it does the patient. 





smoke and fumes, not by burns. Safety 
specialists reckon that between 50 and 
100 victims a year could have survived 
aeroplane accidents had they been able to 
breathe a little longer. 

Smoke hoods, equipped with filters or 
with their own supplies of air or oxygen, 
could give passengers the precious extra 
minutes they need to escape from a 
burning aeroplane. But they are not the 
priority of air-safety authorities. Britain's 
airlines are spending #11т ($16m) this 
year on fire-blocking seat covers, escape- 
path lighting at floor level and easier 
access to emergency exits. Over the next 
decade, the cabins of aeroplanes in 
America will be fitted with fire-proof wall 
and ceiling linings. 

Even then, the interior of aeroplanes 
will still be able to burn merrily, churning 
out two of the most deadly products of 
combustion: hydrogen cyanide (from 
wool, nylon and polyurethane seat cush- 
ions) and carbon monoxide (from organic 
materials, including fuel and plastics). 
Why not give passengers à sporting 
chance by providing smoke hoods? 

Britain might. Its Royal Aircraft Estab- 
lishment at Farnborough has commis- 
sioned tests of 20 commercially-available 
smoke hoods that can be pulled over the 
head. Some are already used in mines and 
oil rigs, or provided for air crew. If a hood 
that is practical for use by passengers can 
be found, the Civil Aviation Authority 
(CAA) says it will order British-registered 
aircraft to carry them. 

In America, the Federal Aviation Ad- 
ministration (FAA) dropped plans to in- 
troduce smoke hoods in 1970, after run- 
ning extensive tests at the Civil Aero 
Medical Institute in Oklahoma City. The 
agency maintains that smoke hoods 
would increase casualties, because pas- 
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sengers struggling to put them on could 
hinder evacuation. 

Not all the scientists involved in the 
Oklahoma tests agree. The institute ex- 
perimented with a device called a Shel- 
dahl hood, which is made from fire- 
resistant see-through material and pulled 
over the head with an elasticated seal 
around the neck. This is about as danger- 
ous as putting a plastic bag over your 
head, but some experts considered the 
hood a cheap and simple way to provide 
three minutes of air. A few hoods were 
bought for American executive jets, and 
several found their way on to the FAA's 
own aeroplanes. 

Hoods are considered better than 
masks because they protect the eyes and 
do not need to be adjusted to fit individ- 
ual passengers. Two types are being test- 
ed in Britain. One has a simple filter, 
usually made of activated carbon tl 
absorbs fumes, and could give about fi 
minutes of extra escape time. The hood 
would contain no breathing supplies of its 
own. More complicated versions could 
include a supply of air or oxygen, and a 
chemical carbon-dioxide scrubber. Al- 
though these would help people breathe 


Smokeless zone 


for more than 15 minutes, they are bulki- 
er, dearer and harder to put on. 

Giving passengers smoke hoods along 
with their life-belts would not be expen- 
sive. Some hoods are already available 
for less than £20, and bulk orders could 
halve the price. They could be stored in 
compartments in the back of fold-up meal 
trays. The problem is finding a design that 
would prevent terrified passengers from 
making a hash of putting them on. Is such 
a hood feasible? The CAA is considering 
mounting psychological studies of the 
way passengers behave during a variety of 
scary aeroplane emergencies. 
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There will be 26 draws during the course of the 
series with the following total of guaranteed Top 
Prizes: 20x 250,000 DM, 10x 500,000 DM, 4x 
750,000 DM, 4x 1,000,000 DM, 3x 1,500,000 


DM and 3x 2,000,000 DM. And another. 


388,950 prizes ranging up to 100,000 DM 
complete our super offer. You will also find, that 
at the time when numbers are drawn and elimi- 
nated, the prizes are much larger than the actual 
Stakes paid. 


"laking many happy 
vinners is our business 


...8nd opportunities in the SKL are really super. 
With a limited supply of only 800,000 ticket 
numbers, we guarantee that 388,994 prizes to- 
talling well over 330 million DM will be raffled. 
This means: nearly every second number is a 
winner in the game, which creates the 
mathematical probability to win by participating 
with at least three tickets with different numbers. 
One complete lottery (series), extending over a 
6 month period, is divided into 6 classes. Each 
Single class has 4 draws (one every Saturday) 
except the 6th (main) class which has 6 drawing 
days running over a period of five weeks. The 
total of winning numbers and the value of prizes 
increase from class to class up to the last 
three draws of the series when three prizes of 
2 million DM each wil! be raffled! 


The lottery 
is state administered 


This institution, sponsored by the Federal States 
of Baden-Württemberg, Bavaria, Hesse and 
Rhineland-Palatinate, is controlled by an official 
зага of directors in Munich. The prize.schedule 
the basis of the lottery showing all the prizes 
and drawing dates. This is compiled and agreed 
to by the authorities involved before the series 
starts. All data shown thereon will be followed in 
detail. The draws are public and state controlled 
thus giving the assurance that all prizes are given 
to their rightful winners. Tickets are sold solely 
through lottery agents, who have to be appointed 
by the financial ministers of the Federal States 
concerned. 


Prompt and efficient 
service for all clients 


Each and every winner is informed. You will not 
only be sent the official winning lists along with 
the renewal tickets every four weeks, but we'll 
also notify you personally and in strictest confi- 
dence immediately whenever you win. As all our 
clients’ records are kept solely in our office and 
under professional secrecy, nobody else will 
know about your participation in the lottery or 
possible winnings. All prizes are immediately 
paid out in full, free from German tax and accord- 
ing to your advice. All payments are made in any 
currency and to any address or person of your 
choice. Our service is. worldwide — wherever 
; there are postal facilities you can p ay our ir lottery 
апа get your prize mone 


Don't miss our new- greatly improved - SÜDDEUTSCHE KLASSENLOTTERIE — the 80th series that gives you the golden 
opportunity to win more, In fact there are кө, better and more prizes than ever before. Well over 388,990 guaranteed prize 
with a total value of 330,530,000 DM will be raffi ed.out of a mere 800, 000 ticket numbers. 


OFFER! 


GOLDEN OPPORTUNITIES 


Зх 2 Million DM = 6,000,000 DM 
3x 1.5 Million DM = 4,500,000 DM 
4x 1 Million DM — 4,000,000 DM 


4x 750,000 DM 3,000,000 DM 26x 60,000 DM = 1,560,000 DM 
10x 500,000 DM = 5,000,000 DM 30 50,000 DM = 1,500,000 DM 
20x 250,000 DM = 5,000,000 DM 34x 40,000 DM = 1,360,000 DM 
32x 100,000 DM = 3,200,000 DM 74x 25,000 DM = 1,850,000 DM 
22x 80,000 DM = 1,760,000 DM 540x 10,000 DM = 5,400,000 DM 

388,192 prizes under 10,000 DM = 286,400,000 DM 


388,994 PRIZES AT A TOTAL AMOUNT OF 330,530,000 DM 


Buy tickets and win! 


Tickets are issued as full tickets, half tickets 
and smaller shares. All of them take part in 
the draws and have equal winning chances. 
But only full tickets receive 100 % of the 
prize money. Fractions of shares, costing 
their respective parts of the stakes, are 
consequently only entitled to their corres- 
ponding portions of the prize money. How- 
ever, the more tickets you play, the better 
your chances are of winning — and in order 
to keep it cheap — play fractions of tickets. 













































To join ~ just simply complete the attached огде 
coupon and send it together with your remittance: 
to the address below. Full information in English. 
will follow with our delivery (all overseas letters: 
are airmailed). If you send your order and draftta 
arrive here before the first draw on Nov. 15th, - 
1986, you can be sure that you will take partin all. 
26 draws of the 80th lottery right from the start 
and will.have full benefit of your stakes. 


, Mr. W. Wessel 


i à Government Accredited Lottery Agent 
» © UlmenstraBe 22, Р.О. Вох 104067 


D-3500 KASSEL, WEST GERMANY 


Pari S. 


cai 


Cut out along dotted line and mail in an envelope. 
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Complete, enclose your cheque and mail to: Mr. W. Wessel, Р.О. Box 104067, D-3500 Kassel 


| 

| + 
| TICKET ORDER (West Germany 

|. Please send me by return post SÜDDEUTSCHE KLASSENLOTTERIE tickets as stated below: 
і 

| 


...Full Tickets at DM 792 each (approx. US$ 384 or £stg 256) = DM .... 
{жа Half Tickets at DM 396 each (approx. US$ 192 or £stg 128) = DM. 
L a Quarter Tickets at DM 198 each (approx. US$ 960rf£stg 64) «DM. 


Lucky Trios* at DM 594 each (approx. US$ 288 or £stg 192) = DM. 
= 3 Quarter Tickets with different numbers 
m Europe DM12 (approx US$ 5.800rf£stg 3.90) С _ 
mailing charges etc. Overseas DM21 (approx. US$ 10.20 or stg 680 ОМ 


Total amount of the enclosed cheque in DM or the equivalent in US$ or £stg = DM _.............. 





The quoted US-$ or £stg are only a rough guide. For exact exchange rates please ask your bank. The DM prices stated above cover the 
whole series of 6 classes. Payment by DM bank draft drawn on a German bank is recommended and is usually free of charge. if you рау: 
by bank transfer, personal cheque or in foreign currencies, please add bank charges. You will bé credited with the DM equivalent 
received. Ali cheques should be made payable to Mr. W. Wessel. if not included, payments should be received here before Now, ТЕБ. 
1986. Should you order later, please enciose your cheque with order. (Exchange rates quoted as at August 15th, 1986) 


Mail tickets to: Mr. C Mrs. C Miss C Messrs. (print clearly) Please answer in German O in English © 
FILENAME: ooo ecce REO e nett 


STREET AND NUMBER: ....................................................................... P.0. BOX: 
DM ost / postal coda}: 











Lucky-Goldstar is a group of 23 
Korean companies working in chemistry, 
electronics, and services. For each of the last 
five years, annual growth has averaged 24%, 
with sales reaching the U$10 billion mark in 
1985. 

‘Today, Lucky-Goldstar products and 
services ranging from engineering plastics, 
home appliances and fiber-optic communi- 
cation systems to construction, finance and 
trade are helping to create a better quality 
of life both at home and abroad. 

We also operate Korea's largest private 
research institutes, investing 4.5% of sales 
into R&D each year. 

But these accomplishments aren’t ours 
alone. 

Successful partnerships with such com- 
panies as AI&T, Hitachi, Siemens, and 
Caltex are doing a lot to stimulate mutual 
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growth, while promoting economic develop 
ment and free market systems in other 
countries as well as our own. 

Overseas subsidiaries like Goldstar of - 
America (in Huntsville, Alabama) are con- 
tributing to higher employment, too. With | 
management systems that are resulting in 
greater worker satisfaction, lower absenteeism, 
and better quality off the production line. 

TER ande A team of 70,000 in- 
dividuals working together with companies — 
around the globe. Bringing the world’s 
latest technologies to Korea, and the fruits 
of Korea’s can-do spirit to the world. 

Take time to find out more about 
Lucky-Goldstar. Contact the Business Devel. 
opment Dept., Lucky-Goldstar Int'l Corp., 
CPO Box 1899, Seoul, Korea. Phone (02) 
776-6517, Telex K27266 IGINTL. 





LUCKY-GOLDSTAR 


Business fields of Lucky-Goldstar companies: 














(Goldstar Telecommunication LiGoldstar Electric (Goldstar Instrument & Electrici1Goldstar PrecisionCIShinyeong Electric - 
CiGoldstar Semiconductor) Goldstar-Alps Electronics C)Goldstar-Honeywell (Goldstar Magnetech Energy and Resources 1Нопат - 
Oil Refinery Ci Korea Mining & Smelting Construction and Engineering D Lucky Development G Lucky Engineering Financial Services - 


2 шеку Securities (Pan Korea Insurance(1 Goldstar Investment & 


іпапсе 2 Pusan Investment & Finance Trade and Distribut 
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In Libreville 
our hotel is the choice 
_ for travellers who know 
| their business. 


HOTEL 
.OKOUME PALACE 
.INTER* CONTINENTAL 


THE ADVANTAGE 15 INTERCONTINENTAL? 


- ө INTER-CONTINENTAL 
|. 2 HOTELS 


ee ` Boulevard de Nice, РО; Box 2254, (241) 73 20 23, Telex: 5271. 


- For reservations at over 80 superb hotels around the world =- 


call your travel agent; your nearest InterContinental Hotel 
or sales office. 


the experienced t traveller 
selects the established 
leader in luxury. 


RIYADH 
INTER? poa TAL 


-THE ADVANTAGE IS INTERCONTINENTAI9 


INTERCONTINENTAL 


HOTELS 


- Maazar Street, Р.О. Box 3636, (966) (1) 465-5000, Telex: 201076. 


For reservations at over 80 superb hotels around the world 


a all your travel agent, your nearest InterContinental Hotel 


or sales office. 














Only the right kind of help can 


help 


DOES AID WORK? By Robert Cassen and associates. Oxford University Press. 
381 pages. £25.00. Available in America from OUP, $32. 


pular debate about the merits of aid to 
..~ third world swerves to and fro, de- 
pending on the current batch of headline- 
grabbing stories. Famine in Africa? Aid is 
essential; for rich-country governments to 
give as little as they do is outrageous. A 
four-lane highway is built through a jun- 
gle, joining nowhere to nowhere? Aid is a 
Joke; bureaucrats who administer it can- 
not be trusted, so better not give them 
any. A dictator treats himself to a new 
palace, and throws a champagne party to 
celebrate? Aid is a scandal; let sensible 
people have nothing to do with it. A 
balanced view of what aid can and cannot 
do is long overdue. 

This book, from a team of economists 
led by Mr Robert Cassen, the director of 
Oxford's Queen Elizabeth House, is 
based on probably the most exhaustive 
study of aid ever undertaken. The work 
was commissioned by 18 governments— 
members of the Development Committee 
of the World Bank and the International 
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Monetary Fund. Anticipating charges of 
bias, the researchers say they had com- 
plete editorial freedom, and that the 
governments who paid for their report did 
not see the final text before publication. 

The authors review the copious litera- 
ture on aid (no mean feat in itself), and 
summarise their own extensive original 
research, which includes seven full-blown 
country studies. Their book will become 
the standard reference on the subject. 
The only complaint that grateful students 
of development will have is that the book, 
oddly, lacks an index. 

Yes, the authors conclude, aid does 
work—though not as well as it should. 
That may seem a moderate conclusion, 
but even so many will dispute it, claiming 
that the statistical evidence says other- 
wise. The first task for Mr Cassen and his 
colleagues was therefore to answer the 
many statistical studies that have com- 
pared various developing countries, and 
found no link between aid and economic 


growth. Some of these studies even seem 
to show that the more generous the aid, 
other things being equal, the slower the 
rate of growth. 

The book replies, first, by questioning 
the validity of such country-by-country 
comparisons and, second, by citing its 
own case studies. On the whole, aid has 
been a small part of the recipient coun- 
tries' incomes and, therefore, only one of 
many factors influencing growth. In In- 
dia, for example, aid has never accounted 
for more than 2-3% of GNP. But the 
countries for which it has been more 
important—for instance, many in sub- 
Saharan Africa, where aid has sometimes 
accounted for half of all investments—are 
the very ones in which the job of promot- 
ing growth is hardest. Put those two 
points together, and it is less surprising 
that statistical studies fail to reveal a 
strong link between aid and growth. 

The country-by-country research car- 
ried out by Mr Cassen's team backs this 
up. In India, aid was an essential part of 
the “green revolution"—the introduction 
of high-yielding grain varieties; which 
boosted output and meant that India's 
economic progress was no longer at the 
mercy of each monsoon. The study of 
Bangladesh considers the role of aid after 
the war of independence in 1971, at a 
time when it seemed that the country's 
economy might collapse altogether. Aid 
was essential, the authors conclude, to 
avert that collapse. Much of Malawi's 
growth in the 1970s was attributable to 
aid; it paid for the bulk of the country's 
public-sector investment. And so on. For 
every story of aid gone wrong, there are 
plenty of less spectacular, but no less 
significant, successes. 

Critics of aid have a second line of 
attack. They argue that because aid usual- 
ly takes the form of a transfer of cash 
from one government to another, it tends 
to favour the public sector over the pri- 
vate. The book agrees that in the 1960s 
and early 1970s aid often went to govern- 
ments and policies that were hostile to the 
private sector, and that in some countries 
government spending financed by aid 
sucked scarce resources away from the 
private sector. 

The authors reckon, however, that 
these criticisms are beginning to look out 
of date. Governments have started to 
spend their aid money in ways that can 
help private enterprise. Moreover, the 
policy discussions that are now often part 
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of aid negotiations are increasingly fo- 
cused on the need for free-market prices, 
trade liberalisation and a friendly com- 
mercial environment for foreign compa- 
nies and investors. (This is especially so 
for the aid that is channelled through 
multilateral agencies such as the World 
Bank’s International Development Asso- 
cation.) All of these help, either directly 
or indirectly, to strengthen the countries’ 
private sectors. 


When planning makes sense 

Nonetheless, the authors argue that more 
could be done and they make specific 
recommendations about the sorts of pri- 
vate enterprise that aid can support. First, 
there should be more of the private-sector 
projects that foreign aid already, if too 
rarely, finances: projects to develop the 
infrastructure of markets, to establish 
development banks which can lend to 
private companies and to supply import- 
ed raw materials to the private firms that 
need them. Aid could also help the pri- 
vate sector by providing venture capital, 
by paying for management training and 
by financing joint operations between 
business and voluntary organisations. 

In some ways, the developing countries 
have taken the need to foster market 
forces more seriously than their rich- 
country donors. When aid is less produc- 
tive than it should be, it often turns out to 
be because it was “tied” —ie, contractual- 
ly linked to specific imports from the 
donors. In the early 1980s, three-quarters 
of Britain’s aid, and two-thirds of Ameri- 
ca’s, was tied; by contrast, only half of 
Japan’s aid was tied, and less than one- 
third of West Germany’s. Many industrial 
countries aggravate these economic dis- 
tortions by supplying aid in the form of 
cheap loans for buying imported capital 
goods. Others fail to practise what they 
preach in an even more obvious way: they 
urge a liberal trade regime on the poor 
countries, while building up their own 
barriers against imports. 

Mr Cassen’s most trenchant criticism, 
though, concerns co-ordination between 
donors. When aid goes wrong, it is often a 
case of too many cooks. A typical poor 
country may have 30 different official aid 
agencies at work on its economy, plus 
twice as many charities and other non- 
governmental organisations. The result is 
a mess. In Kenya, for example, the water- 
supply system uses 18 different makes of 
pump. This proliferation of donors cre- 
ates an administrative burden that is too 
heavy for many poor countries, especially 
in Africa. Donors should talk to each 
other more, and design their aid jointly. 
This process will be much easier if an 
institution with clout—the World Bank, 
for example—can energetically promote 
itself as organiser-in-chief. 
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The Anglican church 


The Spectator at 
prayer 


THE CHURCH IN CRISIS. By Charles 
Moore, A. N. Wilson and Gavin Stamp. 
Hodder & Stoughton. 223 pages. £6.95. 


The Church of England is an ancient and 
serious institution, concerned imperfectly 
with the work of God, and capable of a 
long future. Young fogeyism is a game for 
clever-sillies, concerned mainly with 
themselves, whose influence will perhaps 
last as long as that of the dandies, the 
Yellow Book or the Bright Young 
Things. 

Fleet Street, naturally, understands 
young fogeys better than it does the 
Anglican church. So when the church 
produced a searching study of its own 
failure in Britain's cities, "Faith in the 
Cities", it was buried in political twaddle. 
Now that three young fogeys have pro- 
duced a modest pamphlet saying how 
they think the church has failed, it is 
reviewed, excerpted and puffed about the 
marketplace as if it were the long-lost 
diaries of St John the Divine. 

Young fogeys? True, one author edits 
fogeydom's college mag; another writes 
novels in the time-worn English tradition 
of joke and flimsy-whamsy; the third 
knows about church architecture. All 
three are of conservative tastes. But then 
so was Queen Victoria. And if the book is 
not clever, it is not silly either. 








Mr Moore offers a prejudiced, but 
perfectly arguable, report on the church's 
central government; Mr Wilson an idio- 
syncratic, but perfectly serious, essay on 
the clergy; Mr Stamp has been to a 
variety of services in a variety of buildings 
and records his view of what he found. 
Granted, there are hints in all three that 
the true face of the Church of England is 
an Anglo-Catholic eccentric celebrating 
Mass. But these are, fortunately, hints, 
not gibbering affirmations. 

The trouble with this slight volume is 
not that it is silly, but beside the point. 
The church is, indeed, in crisis: the im- 
mense majority in a once-Christian coun- 
try rejects its message. But to blame that 
on the general synod, the state of the 
clergy or the demolition of Victorian 
church buildings is to flannel on about the 
plumage and forget the dying bird. Had 
this trinity of authors been Messrs r^ 
known Smith, Brown and Robins 
Fleet Street would have taken no notice 
of their slim thoughts whatever, and Fleet 
Street for once would have been right. To 
say that is the only reason for anyone else 
to do so. 


Biographies 
War memorials 


ROAD TO VICTORY. By Martin Gilbert. 
Heinemann. 1,417 pages. £20. MONTY. 
By Nigel Hamilton. Hamish Hamilton. 
996 pages. £15. 


These books are both chunks of colossal 
biographies whose size, nevertheless, be- 
fits their wartime subjects. Mr Martin 
Gilbert's is the seventh of a projected 
eight-volume biography of Churchill be- 
gun by the subject's son; Mr Hamilton’ ' 
the third, and last, of his marathon t: 
through the Montgomery family papers. 

The first volume of Randolph Chur- 
chill's life of his father came out 20 years 
ago, in the year Sir Winston died; Ran- 
dolph himself died in 1968. Mr Gilbert, 
who had helped him with the first two: 
volumes, has been wrestling with the rest 
ever since. Previous volumes have been 
supplemented by no less than 13 extra 
ones of quotations from the Churchill 
archive, on which the work is founded. 
This time, the author has woven the 
documents into his text, with extensive 
quotations from the Public Record Office 
as well. Hence its colossal, yet not extrav- 
agant, length. 

The sixth volume ended with a series of 
naval disasters off Malaya on December 
10 1941. The seventh carries on into 
further early disasters of the war against — 
Japan—the loss of Hongkong, of Singa- 
pore, of Burma and heavy losses to U- 
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boats in the Caribbean. Yet it also con- 
veys the certainty, as America mobilised, 
that Hitler's Germany could not win. 
Gradually, through protracted and often 
dangerous journeys, Churchill built up 
his informal anti-Nazi coalition; super- 
vised some of the- final assaults; and then 
watched the coalition start to collapse 
under the impact of the intractable Polish 
question, which had provoked British 
intervention in the war in early Septem- 
ber 1939. 

Mr Gilbert presents the war as Chur- 
chill saw it, and as it affected Churchill: at 
first glance, much of it is familiar. Yet 
whenever a sense of déjà vu looms, the 
biographer springs a surprise: supple- 
menting and correcting the received wis- 
dom from a wealth of surviving material 
that ranges from minutes of Allied sum- 
mit conferences to the visitors' books at 
^" squers. An enthralling study results, 

1able to experts and easily readable 
tor most of its length. 

Even in so lavish a book there are some 
omissions. Mr Gilbert says little about the 
secret services, beyond the now-routine 
compliments to the decoding boffins at 
Bletchley Park. His account of the prepa- 
rations for the landing in north-west Afri- 
ca in November 1942 omits Churchill's 


Insider trading 
From the inside 
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briefing of Mark Clark for Clark’s absurd 
reconnaissance by submarine, at which 
both behaved like schoolboys with a new 
electric train. And he leaves out Chur- 
chill's advice to Randolph, about to fly to 
occupied Yugoslavia: “Do take care not 
to be captured. The Gestapo would only 
try to blackmail me by sending me your 
fingers one by one—a situation I would 
have to bear with fortitude.” 

Churchill deserves an even vaster book 
than Montgomery, who has also been 
treated at almost inordinate length. Over 
half of Mr Hamilton’s book, which runs 
from Montgomery’s promotion to Field- 
marshal on September 1 1944 to his death 
on March 24 1976, deals in minute detail 
with its hero's part in the conclusion of 
the war in Europe. Mr Gilbert's account 
of the second battle of Alamein—like Mr 
Hamilton, he ignores the first—cuts 
Montgomery down to size by describing 
the battle through Churchill's exchanges 
with Montgomery's boss, General Alex- 
ander. Mr Hamilton's accounts of Mont- 
gomery's incessant quarrels with Ameri- 
can and French colleagues do not make 
that commander seem any more likeable 
but, like Mr Gilbert's book, they enhance 
understanding of how policies were de- 
cided at the top. 


TRADING SECRETS. By R. Foster Winans. St Martin's Press. 320 pages. $17.95. 


Mr R. Foster Winans was reportedly paid 

several hundred thousand dollars for this 

book—a plausible reason for writing it. In 

1984, he was convicted of a sophisticated 

form of fraud and given an 18-month jail 

tence. What makes his case unusual is 

t some people argue that what he did 

was not a criminal offence at all; Mr 

- Winans is appealing to the Supreme 
Court against the judgment. 

Mr Winans was, until March 1984, one 
of two authors of “Heard on the Street”, 
a share-tipsters' column in the Wall Street 
Journal. Whether the column is, as Mr 
Winans implies, the most influential col- 
umn in the most respected paper in 
America is open to question. But the Wall 
Street Journal has the largest circulation 
of any American newspaper, and the 
column often assesses little-known com- 
panies whose shares are traded in narrow 
markets. It is likely that the column's 
judgments move share prices a bit on a 
quiet day. 

Mr Winans leaked the contents of his 
column to a broker-friend, Mr Peter 
Brant, in return for a cut of any profits the 
broker might make by trading in the 
shares of the companies it reviewed; Mr 


THE ECONOMIST SEPTEMBER 27 1986 
«idu cab. i EITS € ml 


= 


Winans also invested in shares himself. 
For doing that he deserved dismissal: the 
action breached the Wall Street Journal's 
code of ethics. Though Mr Winans says 
that he had not seen the document which 
formally spells out the newspaper's rules 
about conflicts of interest, the court de- 
cided that he knew of its prohibitions, 
which included banning journalists from 
trading in the shares of companies which 
they knew the newspaper was preparing 
articles about. 

But the real question is: was what he 
was doing a kind of insider trading? The 
Securities and Exchange Commission 
(SEC) said it was and the courts agreed. 

An insider trader is someone who has 
price-sensitive information entrusted to 
him in fiduciary confidence and uses it to 
make a profit or avoid a loss. When Mr 
Winans bought his shares, he certainly 
had price-sensitive information—that an 
article was about to appear that could 
affect the value of the shares. If the 
person he bought his shares from had that 
information, he or she might not have 
been willing to sell them. 

But advance knowledge of newspaper 
articles had not before been considered 
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R. Foster's grievances 


inside information, even though it can 
move markets. Nor had it been clear that 
a journalist has a fiduciary duty to his or 
her newspaper arising from articles he or 
she is writing. Granted, Mr Winans's 
actions may have brought the objectivity 
of his newspaper into question. But then 
should the SEC have sued him, or should 
the Wall Street Journal? Moreover, some 
journalists argued, if newspaper articles 
were to become a matter of confidence, 
like a share prospectus, newspapers 
would be under excessive strain. 

The First Amendment has usually 
guaranteed newspapers the freedom to 
write what they like without much re- 
sponsibility for accuracy, objectivity or 
disinterest (subject only to lax libel laws). 
Nor has there been any allegation that Mr 
Winans had slanted his articles so as to 
make money for himself and Mr Brant. 
The interest in Mr Winans's case is that it 
was the first time America's insider-trad- 
ing laws were applied to the press, which, 
some argue, could limit press freedom 
(though the Wall Street Journal's right to 
publish was not at issue). 

The interests of the author, unfortu- 
nately, are different. Mr Winans's appall- 
ingly written and luridly sub-titled ac- 
count of his tribulations ("Seduction and 
Scandal at the Wall Street Journal") 
devotes more attention to the childhood 
and early careers of himself and Mr 
Brant. It is a sorry tale of envy, greed and 
vulgarity. Mr Winans's account of the 
Wall Street Journal is hardly more uplift- 
ing. The cast sounds like something nasty 
out of Dickens. After Mr Winans had 
confessed, the newspaper zeroed in on his 
homosexuality, something he had never 
made a secret of. Two weeks after the 
newspaper ran an article about Mr John 
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accont of his grim divorce. proceedings, 
Mr Fedders resigned from his job as head 
of ће SEC's enforcement division (which 
had caught Mr Winans). 

Nobody emerges well from this book— 
спос Mr Brant, not the Wall Street Journal, 
and certainly not Mr Winans himself, who 
devotes much space to expiatory cringing. 

«Though he tries to win sympathy with a 

~~ show of naivety (he says that Mr Brant 

“апа a client made around $700,000 but 
that he saw only $30,000 of it), the book 
leaves behind a nasty taste. 


Wine | 
Bunch drunk 


VINES, GRAPES AND WINES. By Jancis 
© Robinson. Mitchell Beazley. 280 pages. 
£16.95. 





This is the most important book about 
wine since Mr Hugh Johnson's “Тһе 
World Atlas of Wine" of 1970 and, like it, 
looks at one of the crucial elements in 
wine production. Mr Johnson concentrat- 
ed on the geological and climatic qualities 
of the vineyards; Miss Robinson's theme 
is the grape itself, which, for all the 
French insistence on terroir, is generally 
more important than the exact spot where 
the grape is grown. Yet until now there 
has been only one world-wide survey of 
grape varieties, and that was published 





Bestsellers, 
Japanese-style 


FROM OUR TOKYO CORRESPONDENT 


A Japanese company has invented the 
inverse of vanity publishing and a Japa- 
nese author has hit on a new way of 
writing an instant bestseller. The entire 
| print run of a book about the worst 
accident in civil aviation history—the 
crash of a Japan Air Lines Boeing 747 
into a mountainside on August 12 1985, 
with the loss of 520 lives—has been 
bought by a textile and cosmetics firm. 
And then pulped. 

The book, Who has Exploited the JAL 
Accident? by Mr Hiroyuki Fukuda, a 
radio reporter, was due to bè published 
| on the first anniversary of the crash. The 
decision to destroy the book was taken 
by an executive director of Kanebo, after 
| it had failed to get the author to revise 
parts of the text allegedly critical of Mr 
Junji Ito, who is chairman of Kanebo 
and, coincidentally, of за. The author | 
agreed that Kanebo should buy and 
shred the book. The company paid 
| Y 10m ($66,000) to the publisher, Seizan 
Shobo, for the 15,000 copies printed. A ` 
secorid edition is eagerly awaited. 


- Fedders's personal life, which included ano 





nearly 80 years аро. _ 
Miss Robinson covers all the varieties 
used in wine-making, and provides maps 
of wine-growing regions as well-as a 
number .of. leading terroirs—from. Châ- 
teau Margaux in Bordeaux to the Ruther- 
ford Bench in the Napa valley of Califor- 
nia (both of which founded their fortunes 
on the same grape, the Cabernet Sauvig- 
non). Even wine buffs will learn some- 
thing: like the fact that the most-planted 
grape in the world is the Airen, the little- 
appreciated vine of La Mancha, or that 
Bulgaria has planted. тоге Merlot and 
Cabernet Sauvignon than Bordeaux. 

The book is no mere catalogue. It also 
assesses the qualities of each grape. It 
may Бе unfair to dismiss the Sauvignon 
Blanc as of “only moderate quality" but it 
is heartening to read that California's 
only native variety, the Zinfandel, is of 
"potentially pretty high quality". 

Though most quaffers still judge a wine 
by where it comes from, the wine business 
itself is becoming more sensitive to grape 
varieties and the book reflects this. Scien- 
tists are building up, often for the first 
time, banks of "clean" rootstocks; farm- 
ers are being converted to the idea of 
improving their wines by cloning the 
healthiest plants. 





-H Miss Robinson's book is less satisfac- 
tory than Mr Johnson's that is because 

ampelography (the study of grape variet- 
ies) is still in its infancy. When the French 
ampelographer Paul Truet was invited їо 





Australia in 1976 he found that what the 

Western Australians called Semillon and 

the Victorians Chardonnay were both. 
really Chenin Blanc. It is also not as well : 
laid out as the Atlas. Artist (and, on. 
occasion, author) are trying too hard to 

be all things їо а wine-lovers. Most of 

the time, however, they succeed. 
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COLOGNE 


A new gallery has opened in a corner of West Germany to display 


chocolate manufacturer's art collection. 


in ten years’ time, it v 


probably be regarded as one of the world's dozen great museums 


Around 40,000 people, including protest- 
ers, flocked to the opening of Cologne's 
new art gallery on September 6th. Most 
had come as a matter of municipal pride. 
Cologne is trying to turn itself into West 
Germany’s cultural capital; last year, the 
city alone spent half as much locally on 
the arts as the federal government spent 
on the whole country; 7% of the city's 
spending goes on the arts. It has eight 
museums, most of which were presents 
from rich Colognese. The new museum is 
the most spectacular present of all. 

The donor is Mr Peter Ludwig, who 
was born in nearby Aachen, married the 
boss's daughter and turned her father's 
Lindt chocolate factory into a: multi-mil- 
lion D-Mark multinational. Last year, he 
sold most of his stake in the company and 
tanod t to looking. after his collection of 


modern and contemporary art. He said 
that, if the civic authorities would provide 
a museum for his collection, he. would 
give most of it to them. It was an offer the 
city fathers could hardly refuse. 

Like London's Tate. Gallery (founded 
by the Tates of the sugar firm Tate & 
Lyle: what is it about modern art that 
attracts a sweet tooth?), the new museum 
in Cologne is both a collection of national 
art from the fifteenth century to 1900, and 
a survey of the twentieth century. The 
twentieth-century bit far outshines the 
rest surprising, considering that the rest 
includes some. Rembrandts. Indeed, the 
Ludwig collection is matched only by that 
of the Museum of Modern Art in New 
York. In these two collections, and no- 
where else, you can see every twist and 
turn of twentieth-century art, oe Tep- 


strategy and performance analysis 
INVESTMENT BANKING: US 
COMPETITORS IN EUROPE 
with a foreword by David Lascelles, Banking 
Correspondent of the Financial Times. 
While many houses claim to be investment 


bankers, Databank's strategy and competi- 
tive business report shows that the market is 


in fact dominated by a handful of traditional |. 


Investment Banks. Of the Commercial. 
Banks only two have had any impact. 


From the report three winning strategies | 


emerge for the future of the industry: 
— offering global services to clearly identifi- 
able global customers; 
worldwide . concentration оп 
markets; 
== specialisation in profitable niches. 
Databank's 165 page report highlights the 
driving forces. within the global market and 
the strengths of the US banks. 
More details from: 
Databank Limited, London House, 
Old Court Place, 
26-40 Kensington High Street, 
London W8 4PF. 
Telephone: 01-938 1001. 
Telex: 22861. Telefax: 937-8335. 


NOW GO STRAIGHT TO THE SOURCE FOR 


$37 billion in new business 
opportunities each year from the 
United Nations, Multilateral Lending 
System.. .and it's risk free 


| DEVELOPMENT BUSINESS 


aen юл. DEVELOPMENT BUSINESS delivers: 
orid Bank tenideriprocurament notices 
ot talon in new projects in each issue from the 
uitilateral lenders 
ternational business intelligence and future trends 
roject information up to 2 years in advance direct 
from our World Bank offices, UN headquarters in 
New York, Шела! banks, and from the field 
* Monthi 
WORLI 
BANK and AFRICAN DEVELOPMENT 
* Access to many valuable subscriber-only services . 


Contact: Development Business 


Grand d Cantal "Station, 
New York, New York 10163-5850 


CASH IN ON $37 BILLION IN NEW 
BUSINESS OPPORTUNITIES: 
Subscribe now. Mail this completed form to: 


Development Business, (EC1A) 
РО; Box 5850, 

Grand Central Station; 

New York, New York 10163-5850. 


local 


Annual subscription: US $250 (includes airmail delivery) . 


payable ta UN Development Forum by cheque or bank 
draft in US dollars drawn on a bank located in the USA. 
No risk, 30-day, money-back guarantee. 


enter my order for. 

[3 payment enclosed 
Мате, 

Company. 


subscriptions. 
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Debrett 


Let the world’s leading 
family historians 
research your ancestry. 


For information 
write sending details 
of your family fora 
free feasibility 


analysis. 


Debrett Ancestry Research Ltd., 
Dept. EN, Gordon Road, 
Winchester $023 7DD 
Telephone: (0962) 69067 


North America dept EN, 
Courthouse Road, 
Accomac VA 23301 USA. 


pd 


What do Brookhaven National Laboratory, Cana- 
da's Ontario Energy Ministry, Daimler-Benz AG, 
Lockheed Corp, the Bonneville Power Adminis- 
tration, Texas Agricultural Energy Users, Israel 
institute of Technology. Yokohama National Uni- 
versity, Banaras Hindu University and Washing- 
ton Slate's 5 Colville Confederated Tribes have in 
common? 
They all subscribe to “Тһе Hydrogen Letter", 
newsletter that tracks today's beginnings of the 
next century's ecological benign, Miki ui 
based energy systems. 
R+D, emerging business а" 
sources, non-energy uses, the politics 
pre very month, world-wide. 
Боору isher is Peter Hoffmann whose 1981 
‘The Forever Fuel—The Story of Hydro- 
gen (Westview Press) was called the book on 
rogen (Kirkus Reviews). His articles have 
А мна in Business Week, Chemical Week, 
this fall in Germany's GEO, and elsewhere. 
US $105.00 a year for 12 issues (plus $12.00 


соня 
hydro- 


| overseas airmail). Send international money ог 
| der or check on US bank, to: The Hydroge 
| Letter, 5901 Bryn Mawr Road, College Park, "MD, 


20740, USA. 
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THE LION'S SHARE 


with The Economist Intelligence Unit's 


Country Profiles 
Published annually, Country Profiles 
provide a detailed insight into the 
structure and functioning of 165 
countries around the world. They give 
you facts and figures on politics to 
population, finance to foreign trade, 
construction to currency, and more; 
they put into perspective recent 
developments and future prospects. 
The text is supported by tables with 
five-year runs of data. 


The Economist Intelligence Unit 
has been providing information and 
analysis on economic and political 
trends since 1952. Our subscribers 
are businessmen in large and small - 
companies, credit analysts, market 
planners, economists and diplomats. 
If you're in international trade or 
finance shouldn't you be joining them? 


EP Ltd 40 Duke St. London WIA 1DW. Reg. No. 1775671 
Mee айыры AO BENG GEE EEE RR UR ЧЫМЫН CRE паана патын eR GNOUR EA 


HOW TO ORDER YOUR COPIES 
There are Country Profiles on 165 countries: 
please state the countries you require: 


Price for each Country Profile: £25 UK. 
US$40 Europe and Rest of World. 
Prices include postage. 

PAYMENT: C | enclose cheque for 
Payable 10: The Economist Publications Limited 
C] Please invoice me [C] Please charge 
to my C] American Express С) Visa Account No. 


DS 


і Signature Expiry Date: 
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BOOKS AND ARTS 


resented by paintings and sculpture of the 
highest quality. 

The new museum is therefore tempo- 
rarily the most popular in the world. Each 
day since the opening, around 25,000 
people have turned up to see it (com- 
pared with roughly 10,000 a day at Lon- 
don’s most popular artistic attraction, the 
British Museum, and 13,000 at the Metro- 
politan museum in New York). Even ona 
weekday morning, the museum looks like 
Heathrow airport in rush hour but, happi- 
ly, the building itself looks more like an 
Oxbridge college. 

In America and Britain, new arts build- 
ings sometimes have to be paid for by 
tacking them on to office blocks. But in 
West Germany, museums are still being 
built unapologetically out of public funds. 
The new complex in Cologne cost 
DM279m ($136m). It was paid for not by 
the federal government but by the city 
and by the Land (the regional authority). 

The cost was high because the museum 
is only part of a larger complex, which 
includes a concert hall, cinema, lecture 
theatre, vast underground car park and a 
road hidden away in the middle. It is as 
ambitious a project as New York’s Lin- 
coln Centre or London’s South Bank, 
but, as an example of urban planning, is 
more beautiful than either. This is just as 
well because the site is the most sensitive 


ay ътт "M 


fva. 





Ludwig rolls out his baby 


in the city, surrounding the thirteenth- 
century cathedral (a building which even 
in its half-built state Petrarch called “а 
glorious temple"). Admittedly, the site 
used to be a bus station so virtually 
anything would have been an improve- 


Post-modernism in flower 


It sounds like characteristically British 
understatement. London is planning 
what is virtually a new opera house but 
little of it will be visible from the street. 
The second most important unbuilt area 
in the city may begin to look like a 
square again after more than a century as 
a mess, but no monumental buildings are 
planned. And a new way of choosing 
architects for sensitive sites has been 
vindicated after a series of muddles. 

Start with the way the architects were 
chosen. The guts of the Royal Opera 
House, Covent Garden, need to be re- 
built along with some land around it. 
The architects chosen to do it were found 
through an unusual kind of competition. 
Most architectural competitions are 
open: any firm can submit plans and the 
client chooses one. In Britain, for years, 
these have been disastrous: either the 
plans are not carried out or they are an 
excrescence. The nadir was reached 
when Ahrends, Burton, Koralek's infa- 
mous "'carbuncle" won the competition 
for the extension to the National Gallery 
(which completes Trafalgar Square and 
is arguably London's most important 
unbuilt site). 

The opera house instead asked a se- 
lected eight architectural firms to submit 
not fully fledged plans but a set of rough 
ideas, They chose one, but, before it was 


set in stone, talked it over with the 
architects. One result of such a competi- 
tion is that figures from the architectural 
establishment do not automatically win. 
At the Royal Opera House, the archi- 
tects chosen were Mr Jeremy Dixon and 
: Mr Bill Jack. They represent two poles 
of the architectural profession. Mr Dix- 
on likes small teams, works from one 
room in Percy Street, and is best known 
for two small terraces of houses in north 
London. Mr Jack comes from the biggest 
architectural practice in Britain, BDP, 
which has 1,300 employees and is help- 
ing to build the Channel tunnel. 
Their plan provides three things: 
€ A modern stage. The Royal Opera's 
stage machinery is cranking to the end of 
its life and the fly tower (the bit the 
curtains and sets are pulled up into when 
not wanted) is so low that the view of 
people in the back row is partially ob- 
scured by the fire curtains. 
@ Somewhere for the Royal Ballet. The 
company now rehearses in an inner sub- 
urb, Barons Court, and commutes to the 
Opera House in the evening by tube. 
€ A link with the surrounding area. 
The works on the first two are the most 
extensive made to the opera house since 
it was built in 1858 but the most striking 
part of the plan concerns the third. 
The opera house backs onto a square 





ment, but anyone who wants to know 
how awful the rebuilding of a cathedral's 
bombed surroundings can be need look 
only as far as St Paul's in London. The 
whole complex will cost the city a further 
DM16m-18m a year to maintain. Though 
the building will generate lots of tourist 
money for Cologne, nobody expects it to 
be profitable. 

So why build it? “It’s a German prob- 
lem", says the Ludwig museum's direc- 
tor, Mr Siegfried Gohr. “‘Since Schiller, 
we have solved our problems in an artistic 
way." All over West Germany, cities are 
building museums in a fit of competitive 
municipal pride. In the past few years, 
new galleries or museums have opened in 
Munich, Frankfurt, Mónchengladbach, 
Essen and Stuttgart; plans are also in 
train in West Berlin and Hamburg. The 
prize for the most striking building in this 
strange municipal contest should pro! 
bly go to the Neue Staatsgalerie in Stt 
gart, designed by the British architect, Mr 
James Stirling. It opened in 1984, and 
took the museum of which it is an exten- 
sion from 59th in the West German 
league table of museum attendances to 
first before the Ludwig museum knocked 
it off its perch. The Tate Gallery is hoping 
that Mr Stirling will work his magic again: 
it has just unveiled his plans for a second 
new extension to its site. 


laid out by Inigo Jones in the seven- 
teenth century, the first example of Re- 
naissance urban planning in Britain. But, 
in a curious British way, the opera has no 
entrance from the square: the main door 
is round the corner facing the police 
station. The architects therefore want to 
build a classical arcade to complete the 
square. If their plans are accepted (per- 
mission has to be granted by various 
planning authorities), the square will 
look like a square for the first time since 
a vegetable market filled it in during the 
eighteenth century. The entrance for the 
opera house leads off the arcade, which 
looks rather like a cloister leaning 
against a cathedral. Behind it аге the 
buildings which will pay for all this— 
offices and shops. 

At the National Gallery, the planned 
office block competed for space with the 
galleries. The Royal Opera has been 
luckier. The prime commercial sites are 
on the surrounding streets, far from the 
stage. The architects have designed not 
one monumental building but a slice of a 
city, with 12,000 square feet of office 
space and lots of shops which the Royal 
Opera House will sell for around £35m. 
The total cost of the project is £55m so 
the rebuilt opera house will cost £20m 
(the new Paris Opera will be ten times 
that). The result may not look like the 
Parthenon, but who wants such a monu- 
ment in the middle of Covent Garden's 
thriving muddle? 
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All seminars are held on the Philadelphia campus. 
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Mergers and Acquisitions 

January 18-23, 1987/March 29- -Apri 3, 1987 
Marketing Strategy 

January 4-9, 1987/May 10-15, 1987 








New Business Development 
February 15-20, 1987/June 21-26, 1987 
Strategy Analysis for Finance and Marketing 
January 18-23, 1987/April 26- -May 1, 1987 
Strategic Planning 
January 4-9, 1987/May 31- Jung 5, 1987 
Building the Global Enterprise 
January 4-9, 1987/May 31-June 5, 1987 
For complete information on Executive Seminars, 
mail coupon or call 215-898-1776, Ext. 773. 


Interpersonal Skills. 


Good interpersonal skills are an essential part of the make up of 
any senior manager. Yet, how often are key positions filled by 
managers with little formal training in how to handle people on 
a day-to-day basis. 

This residential course is a carefully designed opportunity 
for senior people to discuss in private the problems, difficulties 
and successes they have in people management. Participants 
focusing on day-to-day issues arising from their own managerial 
situations will, in small groups, consider critical issues as: 

€ people management skills € analysing your team 
* focusing your style € understanding your subordinates view. 


Interpersonal Skills for General Managers. 
Dates: 30 November — 5 December 1986. 10-- 15 May 1987. Fees: £1200° 
Applications should be made to the Course Registrar. 
Yee Liu Williams, interpersonal Skills, London Business School, 
pop Te тагЫ Sussex Place, Regent's Park, London NWI 45А. 
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To: Office of Executive Education, The Wharton School, University 
of Pennsylvania, Vance Hall, Philadelphia, PA 19104-6359 
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As you know 
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PACIFIC WESTERN UNIVERSITY 


600 М Sepulveda Blvd, Los Angeles, California 90049—Dept 137—USA 


University of 


California, Berkeley 


Competitive Marketing Strategies 
January 11-16, 1987 
August 9-14, 1987 


Corporate Finance and Strategy 
May 31 June 5, 1987 
Financial Decision Making 


for Public Utilities 
June 14-26, 1987 


Advanced Management Program 
for Caribbean Managers 


July 6-24, 1987, Kingston, Jamaica 






Management Development 
July 26-31, 1987 
Competitive Marketing 
of Services 
July 26-31, 1987 
Management Development for 


Engineers and Scientists in Asia 
August 2-14, 1987, Bangkok, Thailand 









Management Development for 


Engineers and Scientists 
September 17-25, 1987 







The Executive Program 
October 4-30, 1987 








For reservations and further information: 
Dr. David H. Downes 
Director, Executive Education 
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Creating Strategic 
Advantage 


Industry Analysis and Competitive Strategy 


20-24 October 1986: - 
Director: Dr. John McGee 


Today's successful companies are the ones that 
have learned how to get their strategy right. They 
understand and build on their strengths, they know 
with whom they wish to.compete, they have effective 
mechanisms for ee their priorities, and ` 
they know how to implement strategy: They act to 
create strategic advantage. 


Competitive strategy is the focus of this new 
Oxford programme. How is it formulated? What 
are the implications for line management? Will 
this bring about sustainable competitive advan- 
tages for the business? 


This seminar has been designed for general 
managers and for directors of business 
development or corporate planning. A sharing of 
experience among participants will be an 
important feature 


Price (excluding VAT) £1100 ~ residential 

Enquiries to Mrs Sue Thomas, Programme Secretary 
Tel. (0865) 735422 Telex 83147 atten. TEMCOL 
Telecopier (0865) 736374 


», Templeton College 


The Oxford Centre for Management Studies 
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OPTIONS 


A Three-day Seminar on Valuation 

and Hedging, 15-17 December 1986 
The Institute of Finance and Accounting at the London 
Business School will again be running this most popul: 
and successful seminar on options. It is designed for 
those professionally involved in trading options, issuing 
options related instruments and using options for 
hedging. 

Enquiries and applications should be made to the 
seminar registrar Gillian Cole, Institute of Finance and 
Accounting, London Business School, Sussex Place, 
Regent's Park, London NWI 45А. Tel 01-262 5050. 

Fee: £1000 (Inclusive of materials, meals and 
accommodation). 
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College Credit for Work Experience 
Engineering «+ 
Earn a bachelor, master, doctoral degree. Guided 
independent Study. One-on-one faculty advisors. 


No classes • seminars • residency. Call 
for no-cost Evaluation • Catalog 


Education 


(213) 278-1094 


BACHELOR, MASTER EXTERNAL DEGREE ШП 
AMERICAN UNIVERSITY OF LONDON (AUL) 












Distance Learning Center of AUL offers External BA and Master degree programs in all Faculties except 


“Registered with the Utah State Board of Regents", USA) 
Send detalis for evaluation to: AUL, Box 189, London SW17 8SR, England. 





rc i E 
WEBSTER UNIVERSITY 


VIENNA 
NCA (USA) Accredited Degrees 


BA DEGREES in Management, Computer Studies and 
International Studies. Program in Hotel Administration. 
MA DEGREE in International Relations. 

MBA and MA DEGREES in Business Administration, 


Management, Marketing, 


Computer Data. Management, 


International Business and Economies 
Next 8-week term begins: October 27 
Day and Evening Classes. 


Dr. Robert D. Brooks, Director, Marokkanergasse 16 








Y University 
ААХ de la Romande 


A private non-traditional University 
offers degrees to mid-career adults 
entirely at home and with full 
credits for life/career experience. 





il. Gibson & Company, Dept E . 
> v Box 3, Sudbury. Suffolk. England. 





Learn how easy it is to become a 
. Certified Professional Consultant 
|; (CPC) in your own field. Write for 

free catalogue. 

The Consultants Institute, 

Dept. E, 2030 Clarendon Blvd, Suite 

206, Arlington, Virginia 22201, USA 


LEARN FRENCH 


The intensive way and in real im- 
mersion. This means living in one of 
the most picturesque regions of 
France and really becoming fluent. 
Also vacation and learning plan. 
Cultural programme in Paris. Win- 
ter programme on the French Rivi- 
a State age, goal level and time 
vailable. 

the French and сап Study 
Genter, BP. 176, LISIEUX. ^M104 Ce. 
dex-— FRANCE. Tel: 31.31.22.01.. 








Phone 75 7592, A 1030 Vienna, Austria 


ENGLISH for foreign students. Begin- 
ners to University Entrance. Oxbridge 


experience. 01-994 1574. 


APPOINTMENTS 


WANTED 


INTERNATIONAL ECONOMIC 
ANALYST 


MSc Management, BSc Economics; experience in 
international trade and transport; seeks business 
position with international organisation in areas of 
trade/finance or management. US/UK citizen; 15 
year Манап resident; multilingual (Italian, Span- 
ish, some french). Travel and relocation 


accepted 

Reply: Mr Zemaitis 2740 W 43rd Chicago, 
1.80632. 

Day: 312-263-5153. Eve: 312-847-2863 


SEEKING MARKETING/ 
ECONOMIC RESEARCH POSITION 


M years experience in agribusiness including 
rial/administrative duties. BS agricul- 
ie А, “statistics, opens, customer 
contact. High integrityoyalty: Growing inter- 
a m A Englis € non- 
n ot ga of gasi europe Research 
Chicago i eg m 


- AG/FOOD ANALYST 
Seasoned economist seeks new challenge for 
analysis of agtood industries. Experience with 
international trade/policy, EC ag matters, and US 
food processing/retailing. Frequent contact with 
з and trade associations. Extensive knowi- 

edge of data, computer skills, excellent writer, 
and fluent French. 
Contact: The Economist Newspaper Lid, Box 65, 
10 Rockelelier Plaza, New York, NY 10020 
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edi 





Т University of Ulster | 













Overseas Development Institute 


ODI Fellowships 


tenable from autumn 1987. OD! Fellows S a 
the Caribbean and the Pacific. They will be 


ODI invites ij орат for CORAN sh 
for two npe govemment r 
appointed ntad iot economist or related posts in government ministries or public corporations 
where they will carry out a wide range of assignments calling for both economic and 
administrative skills. Fellowships are open to young graduates of British and irish 
Universities. In addition to a di in economics or a related field, such as accounting, 
business administration, agricultural economics, candidates must have (or be studying 
for) a postgraduate qualification and/or relevant work experience. Applicants shouid 
note that preference is given to British citizens and that only in exceptional circum- 
stances will resident outside UK and prid: ре са ей ог for renee: 
and application forms are 

Сооро, inner Circle, Pu {оле s Pak. NUN NNI $1 Tel: 






































Faculty of Business and Management 


PROFESSOR OF FINANCE 
at Jordanstown ref: c86/167 


Applications are invited from men or wornen for a 
Professorship in Finance. 


Applicants should have postgraduate qualifications, 
teaching experience and a proven record of research. 
Preference will be given to candidates with an interest in 
European and International Finance. 


The person appointed will be expected to lead the research 
within the Department of Accounting and Finance, and to 
attract funds from industry and other sources. Other duties 
will include párticipation in teaching, course and subject 
development, arid contributing to appropriate planning 
and administrative activities of the University. 


A Graduate School of Business is being developed, 
centring on established masters degrees and research 
centres with international links, particularly to Europe. 


Salary will be within the approved Professorial range: 
current minimum £19,010 per annum; average £22,340 
per annum (under review). 


VISITING PROFESSOR OF 
BANKING (ONE YEAR) at 
Coleraine ref: ce6/180 


Applications are invited for a one-year visiting 
Professorship in Banking within the proposed Department 
of Banking and Commerce. 


Candidates should have graduate qualifications, with 
Banking and Banking Research experience. Preference will 
be given to persons with an interest in European or 
International Banking. 


The person appointed will be expected to contribute to the 
research development of the Department, and to seek 
funds from industry and research councils. He or she will 
also participate in teaching and in course and subject 
development. 


Salary will be within the approved Professorial range: 
current average £22,340 per annum (under review). 


Further details and application forms may be obtained 

from the Staffing Officer, University of Ulster at Coleraine, 
Cromore Road, Coleraine, Co. Londonderry BT52 18А, 
Northem ireland (telex no. 747597 NUU COL G 
Telephone Coleraine (0265) 4141, Ext 225) to whom 
applications should be sent not later than 7 November 1986. 
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à = ш m | University of Canterbury 
ranfield =, 
The. Council of the University invites 
applications for the following position: 


SIR JAMES FLETCHER CHAIR OF ` 
BUSINESS ADMINISTRATION 


The successtul candidate will have 
demonstrated academic · leadership 
and possess a record of outstanding 
research ini one or more of the main 
areas of business administration. 


| The appointee will take up the position 
in 1987 on a date to be arranged. 


The salary for a Professor is within the 
range of NZ$62,000 to.NZ$77,500 per 
annum. The commencing or subse- 
quent salary may be increased as à 
result of the review of salaries which 
the University makes at the beginning 
of each year. 


Further particulars and Conditioi 
Appointment may be obtained tror 
























Silsoe College is a Faculty of the 
Cranfield Institute of Technology 


Applications are invited for the newly established Chair in Rural Land Use at Silsoe College, a Faculty of 
Cranfieid Institute of Technology. The Professor will be required to lead and develop an established group 
working in the fields of land use planning. soil conservation and remote sensing 


A background in an appropriate area of science or engineering is necessary, coupled with outstanding 
leadership ability. Candidates with interests in agriculture, landscape development, geography, the physical 
Sciences or social scier ces particularly are invited to apply. 


Overseas experience in planning or rural land use development would be an advantage, but this is secondary 
to an innovative, scientifically-based approach to the needs of rural land use development in the United 


Kingdom and overseas. 
The salary attached to the appointment will be in the region of £22,000 p.a. Secretary General, Association of 
А PP a 5 Commonwealth Universities. (Appts), 


For further Information and an application form, please contact: Head of Personnel Services, Cranfield 
institute of Technology, Cranfield, Bedford MK43 OAL. Telephone: Bedford (0234) 750111, ext. 3330. е -Pordon Эше kondon: ОН 
Closing date for receipt of applications: October 31 1986. Applications close with the Registrar; 


University of Canterbury, Private: Bag, 
Christchurch, New Zealand, оп 28 
November 1986, 





Silsoe College 


















Tenure-track 
12 month assistant 
or associate professorship 


in international. agricultural. economic development 
policy, starting 1 July 1987, Responsibilities include 
development of a strong research programme relat- 
ing to the problems of low-income: countries, super 
vision of graduate student research, and teaching at 
the graduate and undergraduate level. Qualifitta- 


tions include. a Рп “in agricultural economics. or 


qu economics with strong background in theory, meth- 

£1 C | 765 * $1 7 782 E ads. and development economics, along with re- 

LI] 9 search interests i macroeconomic issues of devel. 

ing counties. Experience in. conducting field 

rasearch is important; along with à commitment to. 

scholarship and productivity in the area of develop- 

ment economics, Salary compatitive, commensy- 

fate with background and experience, Attractive 

fringe benetits package. Send application letters, 

vita, transcripts; samples. of published work. and 
names of three references by 10 Novembe 
to: Dr Robert d. Katter, Department of Agri 
al Economics, Cornell University, hat 

14853-7801. 














TheCentral 
Electricity Generating Board 
is seeking an Economist to work at 


Applicants should 
haveadegreein economics 
together with some experience of 

















its Headquarters Offices, located in working inoneormoreofthese areas. A 
Central London. working knowledge of econometrics and 

The CEGBis responsible forthe familiarity with computer techniques would mE | 
generation and maintransmission of beadvantageous. INTE I 
electricity in England and Wales and Applicationsin writing only stating full udo TH E pror | 
employs about 50,000stafftooperatewhat — relevantdetails, including age andcurrent "ii 
isoneofthelargestintegrated power salary, should besenttothe Group 


systems inthe world. Personnel Officer, Sudbury House, 
The postisinthe Economic Policy 15 Newgate Street, London ЕС1А 7AU 
Section whichis responsible forundertaking буб October 1986. 
analyses and preparing forecasts ofthe Quote ref298/86/CG/TE. 
world and UK economies, UK energy The CEGBis anequal 
demand andelectricitydemandwhichform opportunityemployer. || Finance Officer, which wilt become 
major inputs to the Boards investment | | Balby МА СА The Finance Officer 
plans. The Section alsogives general леон for initiating Fries 
economic advice throughoutthe $ Siy. policy and tone accounting and 


Board. C : financial administration of the Univer- 

< < sity. Salary negotiable but in the re- 
gion of £25,000 per annum. Further 
details may be obtained from the 
Secretary and Registrar, The Univer- 
sity, Southampton SO9 SNH to whom 
applications. should be sent by 31 
October 1986. 


















Finance Officer 


Applications are invited tor the post of 


































THE TRUSTEES of the Houblon-Nor- | 
man Fund invite applications for a RE- 
: SEARCH: FELLOWSHIP, tenable at 


the Bank of England for the academic | | 


year 1987/88. The appointment will be 
or full-time research in the field of- 
: economics and finance on a topic of the 
Candidate a own choice. The award will 
"be at appropriate academic salary | 

scales: Applicants should preferably be 
‘resident in the UK and should 
apply by 14 November 1986: Details | 
апа application forms from the Secre- 
„tary of the Fund, Mrs E: Sabine, Eco- 
nomics Division HO-4; Bank of Eng- 
land, Threadneedle Street, London 
EC2R ВАН. · 
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іп 1984 the Netherlands' youngest Faculty of Economics was established 
at Limburg University in Maastricht. The educational programm of this 
rapidly growing Faculty is characterized by the system of problem-based 
learning, while its research programm aims at integrating economics, bu- 
siness administration, quantitative methods and social sciences. Both in 
education and research there are three areas of concentration: Labour, 
Technology, and the Public Sector. This Faculty of Economics invites 


full professor of 
-marketing and market 


research 


Applicants should have substantial educational and research experience 
in the fields of marketing and market research. They should have com- 
pleted a doctoral thesis and made a number of high-quality contributions 
(articles, books, etc.) to the above-mentioned field. The successful appli- 
cant will supervise the staff concerned with marketing and market research 
matters and will therefore be required to have managerial qualities. He/she 
is expected to acquire fluency in Dutch as well as a working knowledge 
of the Dutch institutional environment. 


The position is a tenured one. Salaries will.be on the scale Dfl. 6.656,— to 
Ой. 9.495,— per month, according to accomplishments and experience. 


For further information please phone Professor Paul van Loon, 
43-888838, or Professor Hein Schreuder, 43-888129. 

Written applications should reach Limburg University within three weeks 
after the publication of this announcement. Please address applications 
to: Rijksuniversiteit Limburg, Dienst Personele Zaken, P.O. Box 616, 
6200 MD MAASTRICHT, The Netherlands, and quote “vacaturenummer 
6146" on both letter and envelope. 


Rijksuniversiteit Limburg 





XR ^c А Career as a 
] oreign Service Economics € Officer. 


An Extraordinary Opportunity to Serve in the International Economic Arena 


Invest a Small % of Your Time by Taking the 
— FOREIGN SERVICE WRITTEN EXAM 
5v. December 6, 1986 
Registration materials may be obtained by writing: 


YIELD: High Job Satisfaction 








Application Deadline: October 24 
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PROFESSOR 


OOL OF PUBLIC A 
UNIVERSITY OF MARYLAND AT COLLEGE PARK 


The School of Public Affairs is seeking to recruit a full professor for its Public Policy and 
Private Enterprise Programme. This person will have responsibility for the programme's 
curriculum, and associated research activities. The programme concentrates on 
beam sed trade, industrial and labour market policies, and other public policies 

'ecting the conduct of business and relationships between firms and government. The 
concentration’s main areas of interest call for leadership by an economist, political 
scientist, or specialist from a retated field. 


Applications should be submitted by November 15, 1986. The position will be filled by 
the beginning of the Fall 1987 semester. Candidates should submit a résumé, 
supporting material, and five references to: 


Allen Schick, 
School of ee си 


University of папа, 
College Park, ку 20742. 


EQUAL OPPORTUNITY EMPLOYER 


ANALYST 


IWS is an international wool marketing organisation operating 
through 34 branches to provide promotional and technical 
services to wool users from early stage processors to consumers. 


A vacancy has now arisen for an Economics Analyst to join 
the Market Information Services Group in the HQ 
Department of Technical and Marketing Services based at our 
Development Centre at Ilkley, West Yorkshire. The duties will 
involve the monitoring of developments in competitive 
product activities and analysing economic and textile 
developments which could have implications for future wool 
consumption, 

This is a demanding post requiring a high degree of numeracy 
and flair for writing reports. The ability to organise work 
priorities efficiently and effective communication skills are 
essential. 


Candidates should possess an economics degree (or equivalent 

qualification) and at least two years’ relevant work experienced 
in an economics or closely related environment. 

Salary: c £8,000 per annum is offered and conditions of service 
are in line with good modern practice. 

Previous applicants to this post need not re-apply. 
Written applications, including a 
comprehensive cv, to: 

Mrs M. Choyce 


Personnel Officer 

















| International Wool Secretariat, 
Development Centre, 
Valley Drive, Hkiey LS29 ВРВ. 


Pune new aed 


INTERNATIONA (*WOOL-“SECRETARIAT 


INTERNATIONAL PROPERTY 





SWITZERLAND 
Sale to foreigners authorized 
Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX 
or in one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, 
VERBIER, VILLARS, LES DIABLERETS, CHATEAU-D'OEX/GSTAAD & JURA 
from Sfr. 110'000.- 60% credit at 61296 interest for 5/20 years: 


52, rue de Montbrillant ‘Tél. 41-22/3415 40 
REVAC S.A. CH-1202 GENEVA. — Télex 22030 























Henley 


ao I 


As a result of its continuing development the College wishes to 
make a number of academic appointments. These will be 
primarily in the areas of accounting/finance, marketing, business 
Strategy and international management.but outstanding people 
from other disciplines will be considered and at least one position 
needs to be filled in the College's in-Company: Programmes 
Division concerned with the. development of programmes for 
client organisations. 

Applicants should have high academic qualifications and ideally 
“should be able to demonstrate substantial and successful experi- — 
ence of teaching and tutorial support at senior management level. 
Applications, accompanied by a full curriculum vitae, should 
be addressed to Professor T. Kempner, Principal, Henley— 
The Management College, Greenlands, Henley-on-Thame: 
Oxon RG9 3AU. 

































ANNOUNCEMENT 








] О HAMBRO & COMPANY 





















Change of Address: E 
- J O Hambro & Company Limited 
30 Queen Anne's Gate London SWIH 9AL 
Telephone 012222020. 
(Fax 01-222 1993) 








PUBLICATIONS 


Valuable Reference Tools from 







Food 


FAO ANNUALS 


Highlights world market developments and events affecting 
developing countries as importers/exporters. Features on commodity 
production demand and trade. 
FAO, 1985, 137 pp., 

ISBN 92-5-102164-3 


ОМІРОВ 


order #Е2815-606 








BUSINESS OPPORTUNITY 


CITY OF WAKEFIELD 
METROPOLITAN 
DISTRICT COUNCIL 


PRELIMINARY 
| ANNOUNCEMENT 


The Council in conjunction with the West 
Yorkshire Waste Management Joint 
Committee and with the support of the 
Department of the Environment invites 
initial expressions of interest from parties 
wishing to invest in land reclamation, 
waste disposal, landfill gas in participation 

in | 


THE WELBECK RECLAMATION AND 
LANDFILL PROJECT 


This is a major long-term development 

involving the reclamation of one square 

mile of the Lower Calder Valley through 
the co-disposal of colliery spoil and 
controlled waste in a new land-form. 


For background information and 
submission procedures please write by 
10 October, 1986 to 
CHIEF EXECUTIVE 
Town Hall, Wakefield, West Yorkshire 

WF1 2HQ England 
Telephone: 0924 370211, ext 7084 
Fax: 0924 370211, ext 7067 





FAO COMMODITY REVIEW & OUTLOOK 1984-85 


$18.50 


and Agriculture Organization of the United Nations 


FAO TRADE YEARBOOK 1984 
Statistical information on exchange rates, quantity conversion, 
regional index numbers of agricultural requisites and the value of 
agricultural trade by countries. 
FAO, 1986, 370 pp., 
ISBN 92-5-002266-2 







327.50 
B 





























Air Transport in a 
Competitive European 
Market 


PROBLEMS, PROSPECTS AND STRATEGIES 
by Stephen Wheatcroft and Geoffrey Lipman 

This major report is a comprehensive analysis of European air transport 
prospects into the 1990s. It looks in detail at the carriers, their markets and 
economics and the issues of automation and privatisation ín a confusing and 
slowly liberalising market. It analyses the impact of deregulation in the USA, the 
forces for change sweeping Europe, the key issues of pricing, pooling, capacity 
determination and: market entry and proposes a strategy for liberalisation. 
Finally it forecasts the likely future shape of the aviation market in Europe, and 
the implications of the US, South East Asian and developing country airlines 
operating in anew, more open, European market. 
The Economist Publications: 40 Duke St London WIA 10W 








Price including postage: CHUK-& Europe £95 C) North America US$175 CI Rest of World 
£98 













O i епсіоѕе a cheque for £/05$ 
C3 Please invoice me 


payable to The Economist Publications Limited 





Please send to Marketing Department (EPP) 


The Economist Publi Limited 
40 Duke Street, London WIA 1DW, UK 10 Rockeleller Plaza, New York, NY 10020 USA 
Tet. (01) 493 6711 Я 
Reg. Of 25 St James's Street, London SWIA 
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| 

i 2) 5415730 : 
L THG: Reg in London, No. 1775671 


BUSINESS & PERSONAL 
== | AUTHORS WANTED BY 
HANDWRITING ANALYSIS 


NEW YORK PUBLISHER 
Suspect Documents: Examinerot Forged Hg book pubiianer:sgoks Mani 
Anonymous writing. 


scripts of all types: fiction, non-fiction, 

try, scholarly and juvenile works, 

Also Personnel/Character Assessment. pa Row on rM Бог соте 
plete information, send for free booklet. 
5-92, Vantage Press, 516W, 34 St, 
New York 10001. 



























| P. Lavell 
9 Village Close, London NW3 БАН. 
Tel: 01-794 6060. 






ZURICH-ZURICH-ZURICH 
BAHNHOFSTRASSE 52 
YOUR OFFICE AWAY FROM HOME : 
© Office/Management Services 
€ Company Formations 


Ф How to do business in/or’ 
FROM SWITZERLAND 


OVER 100 RADIO SHOWS | 
"Reach All of the Major American Cities: 
with our Armchair Tour" Appear as à 
guest on Major Talk Shows Across the 
US. Promote your book, product, or ser- 
vice. Reach several million consumers, 
4 Appearance guaranteed. 
І 1212) 807-855 











Business Services Consult Corp 
Bahnhotstrasse 52. CH-8022 Zunch 
Te: 01/211.82 07. The 813 062 BSIC. 


"BUSINESS & PERSONAL 


| YOUR OFFICE in Israel. All types of 
business office, facilities and all kinds 
of special services. Hadar, PO Box 


AFRICA LOW COST Flight specialists. 
African World Travel Services, 01-734. · 
7181, 734.7182, 5th Floor, Radnor 


CAPITAL -CVs prepare . high - quality. 
curricula. vitae. Tel: 01-607 7905 for: 
details. 


Readers are recommended to take 
-.the appropriate professional advice 


SWISS HANDLING OF 


INTERNATIONAL 
TRANSACTIONS 


administration 
* ria MERDA 
* Marketing countertraded products 
* Fiduciary and trustee services 


DEBERIGSA . 
13 Avenue Krieg 


Telex: 421808 DEB CH 


DATA ANALYSIS SOFTWARE 
FOR INFORMED BUSINESS 
DECISIONS AVAILABLE ON 
MICROS & MAINFRAMES 


ГЕ ЕЕЕ 


BEAT DJI 
ВҮ 350% 


$1 million has grown to over $33 million 

with income and profits reinvested 1973- 

1986 after commissions without leverage 

or market timing. Advice on undervalued 

growth stocks. Minimum portfolio 
$50,000. 


Write or call: Edwin Hargitt & Co, S. A, 
10, Suite ЗА, СН-1003 


Ave de Savoie 
Lausanne, dwitzerlan d. Telephone: 


+41 21 200971. Telex: 24681. 


A £5,000 into 
£64,000 injust5 years 
A Fully audited track 
record 

A Futures managed 
account programme 


SWITZERLAND 
LAKE GENEVA/MOUNTAINS 


Fine selection of apartments and cha- 
lets available with authorisation for for- 
eigners. Reasonably . priced. Excellent 

Visits also on weekends by 


GLOBE PLAN S.A., Av. Mon-Repos 24 
CH-1005 Lausanne, Switzerland. Tele- 
phone; (21) 22 35 12. Telex 25185 


ИТОГ 
GREEN HOTEL 


A small family owned and run hotel close to 
Harrods. Excellent. accommodation—mai 

in suites—from £48 per night plus VAT. 
English or Continental breakfast to order. 


For reservations, repone 01-584 6274 
or write to: 159 Knightsbridge, London 
SWIX ТРО. 


MONEY 


Management, capital raising. and. in- 
vestments in the US. Discreet and 
confidential. Only. participants with 
substantial amounts need inquire. 

For further information contact: Rich- 
ard N. Friedman, Esquire, Suite 616, 
100 North Biscayne Blvd., Miami, Fi 
33132. Tel: 1-305-377-0988. 


RD! 


A Limited liability 
Minimum investment 
£5,000 or sterling 
equivalent 


‘eee Ses бн ол GM MM оюн яла HM. жик RUD ME жия RÉP MUS MM UU жир MR ыр GR UNE AND ми яне ан SY A эше UR жиз ии SY ня аш a 


V Please send me details on your Investment T 





§ Name 
1 


§ Address 








Post Code. 





Telephone 





E 


CSIC: TA 


! Computer System Trading Company Ltd. 5-9 Hatton Wall london ECIN 8HXJÀ 
eee 721: 01-405 8494 18 Telex: 22553 CSTCW Fox: 01-405 74 c 
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‘before entering into any binding 
~ | commitment. М 


House, 93 Regent St, London Wi. 


OVERSEAS POSITIONS - 


Hundreds oftop paying positions avakáble 
now. Tax-free incomes. Mi 


ions, write: 

Overseas 

EC, ee Employment Savon, Dept 
Quebec, Canada НЭР 3C7. 


542, Eilat, israel. Telex 7743 HADAR. 


Computer Simulation and Systems Di: 
namics Modelling can. assist in all 
financial and: corporate planning, as 
well as scientific and technical prob- 
lems. For further information contact: 


BRUNDEAN Lid, 16 d, 16 Jats Well Mews, 
re ur Telex 8811725 


Some Business Problems Defy Solution 
We are versatile tacticians who long ago left the American corporate, 
legislative, military and art worlds to pursue selected projects. Confidential 
travel, special research, US representation possible. Washington familiar- . 
ity key. Total discretion assured. A fee of fifty thousand dollars (US) © 
expected, expenses additional. If your situation is legal and in the leat 


entertaining, inquire: 


The Paladin Group, 1718 Connecticut Ave., NW, Washington, D. 
20009. Call 24 hours (202) 939-8515. Telex 2621 19 PALS UR. 


James R. LymBurner 
& Sons Limited 


Economic Advisors 


44 Victoria Street 
Toronto, Canada 
(416) 862-0595 




















JUTPUT, DEMAND AND JOBS Britain revised its second-quarter GDP estimates 
downwards: its economy grew at an annual rate of only 0.796 in the period, not at 
1.596, as previously thought. Canada's industrial production fell 2.195 in the year to 
June, the first such fall since early 1983. Retail sales continued to rise sharply in Japan 
(they rose 6.7% in the year to May) and more gently in America (up 4.7% in the year to 
July). In August, unemployment in Britain was 11.7%; in Switzerland it was 0.7%. 


% change at annual rate 
industrial production 
1 year 


GNP/GDP ` 
Smthst 1year 


retail sales unemployment % rate 

3 mthst 1 year latest year ago 
+12 (6) 83 (8) 83 _ 
*21(5t 127 Uy — 1395 _ 
+ 45 (6)  Á997(B 


3mthst 

























e146) +104 | 10728) 13. 
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PRICES AND WAGES | American consumer prices rose 1.6% іп the year to August, 
while wages went up 2.2%. In August, consumer prices in Switzerland were 0.7% 
higher than a year before; in Spain, they were 9.596 higher. Japan's wholesale prices 
ell 10.3% in the year to August. In Britain, wages rose 7.5% in the 12 months to July; 
п 20 of the previous 22 months, the year-on-year rise had also been 7.5%. 


36 change at annual rate 





consumer prices* wholesale prices* wages/earningst 
' 3mthst 1 year 3mthst 1-year S mthst 1 year 
aaran 068 +846) +30 +4640) +27 +65 (5) — 
elyi +0. 
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managers in 18 countries. The bench- i oan TY oto 
mark is a salary of $31,000 in Britain. West United 
According to a survey by Employment Net on purchasing- i net Germany States 
Conditions Abroad, the same. job power-parity basis ЕЦ | 60 
would command more than $80,000 in Bogum | 

Switzerland, and around $65,000 іп penmark Нола АГУ 

America and West Germany. Allowing Fang МУ om i E HB 

for taxes and for differences in the Sud | Fy stand зап | 3a Ef 40 
cost of living, the survey ranks Brit- Australia Hi T | 
ain's executives twelfth in order of Б Britain у South i BS [ E | а 
purchasing power. That is lower then А i Africa АЙ E. = | ca | E 
managers in America, West Germany Б | | mi | HE 4 А Е E. E | 20 
and France. Surprisingly, it is also Š н п | IL Ё | | FEIN E E FEE 
lower than managers in italy and к к к Е. 
Spain. Swiss managers top the rank- 11150. [| [| | BEBE | | ae 
ing; hefty gross salaries more than i B E E Piili. T 1111 
make up for their high living costs. боке Emplymen Contos Abad Ud raring poe! executive caring $ 31,000 IT Bn 





ECONOMIC AND FINANCIALINDICATORS 1 


Ке д VR AE QDSUNER Me л ы al 
THE ECONOMIST COMMODITY PRICE 
INDEX Zinc fetched more than £600 a 
tonne in London for the first time in more 


апа year, and not only because of 


sterling's weakness. Metals analysts at 
Shearson Lehman, the brokerage house, 
expect a deficit of 140,000 tonnes of 
refined zinc this year. Cuts in mining and 
refining—notably at Noranda's strike- 
bound Valleyfield plant inAmerica—mean 
that refined output may fall by about 396 to 
4.8m tonnes. Consumption in non-com- 
munist countries may reach nearly 4.8m 
tonnes, the highest for more than ten 
years. Take in net exports to communist 
countries, and stocks seem set to fall. 


1980= 100 % change on 
Sept16 Sept 23. one one 
(provisi month аг 
Dollar index 
All items 767 76,5 +25 + 56 
Food 82.0 81.8 +12 + 48 
Industrial 
Ail 70.3 70.0 +35 440 
Nfa* 76.8 76.4 +34 + 64 
Metals 65.3 65.1 +36 + 3.0 
Sterling index 
All items 120.8 122.7 +49 + 44 
Food 129.0 131.2 +36 + 3.6 
industrial 
All 110.7 112.3 +60 + 28 
Nfa* 1209 122.6 *59 442 
1028 104.4 +60 +18 
82.8 82.5 +28 - 83 
88.4 88.2 *15 - 90 
75.9 75.5 +38 -97 
82.9 82.4 +37 ~ 85 
Metals 70.5 70.1 +39  -105 
Gold 
$peroz 414.50 433.00 +132 4318 
Crude oil North Sea Brent 


$ per barrel 13.55 13.50 - 46 -505 
"Non-food agriculturals. 


ees. 
FOCUS: WHITE-COLLAR PAY The  eEyxecutivepay> - =Total Switzerland | 
chart compares the wages of middle 80 














Footnotes applicable to all tables. Ай figures seasonally adjusted except where otherwise stated. *Not seas. adj. Average of latest 3 months 
compared with average of previous 3 months, at annual rate. n.a. Not available. Small figures in brackets denote month of indicator. 
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FOCUS: RESERVES America had WORLD "BOURSES "After plunging in the previous ‘week, Wall Street, T апа 
$131 billion in gold and foreign-cur- | London all staged minor recoveries, gaining 1.1%, 1.4% and 0.896 respectively. 
rency reserves in July. Its foreign- | Hongkong chalked up the biggest gain, leaving it only 0.3% below its all-time high. 
























































currency holdings increased from $26 | — Stock price indices % Change on 
billion in July 1985 to $36 billion—a | ‘Sep Sep 1986 one one record 31/12/85 
rise of 39%—but much of that was | 22 23 ‘high low week year high ae wnt 
caused by the falling value of the хаа 12341 12470 10108 + 229 1 137 
dollar. In sor terms, the rise was Only | васит 3884.3 40343 27869 -17 4574  -— 97 x 820 4 552 
21%, Although America’s total re- | Canada 3006.1 31284 
serves are the largest of any country, France. 388.6 412.5 
its foreign-currency holdings repre- | W.Germany ^ 20194 22788 - 
sent only a fortnight's worth of its Holland —— 2864 3010 — 
imports. West Germany's currency | Hongkong 19928 19979 
holdings of $45 billion are enough to | "ev 7657 9082- 
| pay for ten weeks’ worth of its imports. | 881 LCS LL n 
| Of the main industrial countries, Ja- RU _ 81958 MEET 
: а 1380.0 1385.0 
pan is the only one to hold less than a | Span 1914 2042 
quarter of its reserves in gold. Sweden 24452 26206 
| Reserves, July 1986 | ее — ans anes 
| Bl Tote! ot which: KY gold at market prices | SACS 0978 ^ 1948) ^ 38023 ^ «44 1381 -— 63 ^s 162 ХУ 1692 


0 $bn 2 













40 60 89.. 100 120 _140 SEERA LIA I нк EE EEE н OEE НАШАЕ SBE LE LED EON SENET, 
MONEY AND INTEREST RATES Monetary growth is soaring in Britain: in the year 
United | to August, sterling МЗ went up 18.5%, and M1 by 20.9%. In West Germany over the 



















































W Germ А 
si Germary States | same period, the broad measure grew 9.0%, the narrow one 11.8%. 
dapan Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
Switzertian d % rise on year ago... Money market © Commercial banks Bond yields Eurocurrency 
Narrow  Broadi Overnight 3months Prime ^ Deposits Gov't Corporate Deposits Bonds 
нау (М1) lending .. 3; months long-term 3 months 
Australia +84 10.5 (B) 1700 18.00. 1900 17.85 ^ 1443 1543 1719 1410. 
Britain Belgium +60 +72( 555 720 10.50 6.90. 7.89 ^ 9.80 
І Canada + 38 + 52 (8) 8.13 850 — 975 800 $60 1073 
Saudi Arabia Frane — + 84 + 5.1 (6) id 77.725 945 725 784 889 
W. Germany +11.8 + 90 (8) 460 465 700 423 60 58 
Holland + 91 + 6.8 (6) _ ч 5.38. 7.00 5.38 606 ^ 650 
italy +10.7 + 82 (4) 1125 1113 1350 ^ na ^ 1063 ^ 946 
Japan +72 +87 (7) 4560 473 413 243 4.95 5.79 
Spain 3170 4124 (6) 1178 11.35 — 1450 650 1195 . 1280- 
Sweden na + 7.8 (7) 8.00 930 11.50 8.75 940 . 1082 
| Switzerland +52 + 7.1 (6) 1000 419 650 375  — 427 ^ 477 
UK 4209 +185 (8) 900 1025 1100 1013 1042 1116 ^ 
USA 4137 +86 (8) 563 5.70 150. 550 783 9.30 


Other key rates in London 3-mth Treasury Bills 9.6%, 7-day Interbank 8.9%, clearing banks’ 7-day notice 4. 4%, 
Eurodollar rates (Libor): 3 mths 6.0%, 6 mths 6.0%. 


{M2 except Australia, Canada, Spain, Switzerland, USA, W. German) ‚М3, Japan M2 “+ CDs, UK £M3. Definitions of ink 
rates quoted available-on request. Sources; Bank of Bilbao, Chase Manhattan, Chase Econometrics, Bangue de Comm | БЫ 

H (Belgium). Nederlandse Credietbank, Credit Lyonnais, Svenska Handelsbanken, ANZ bank, Credit Suisse First Boston. These 
Source: IMF — жле rates are indicative only and cannot be construed as offers by these banks. 














TRADE, EXCHANGE RATES AND RESERVES Britain's trade deficit in August increased to £1.5 billion ($2.2 billion) for a 12- 
month deficit of $8.2 billion; and the current-account slipped to a deficit of $1.3 billion, for a 12-month surplus of $1.6 billion. The ta- 
ble also shows new trade figures for Australia, Belgium, Holland, Italy and Switzerland. In trade-weighted terms, the dollar hardly 
budged, but the yen rose 1.1%, while the D-mark fell 0.2% and sterling fell 1.7%. 




























Trade balance" current- Trade-weightedt currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest year ago latest year ago per£ perSDR регеси July year ago 
Australia = 0.13 (8) - 25 - 96 (8) 524 664 : ; 
Belgium ^ 1 + 0:19 PTE 0 (3) _ HL ov 
Canada _ NEN w i 3. ) i 








France 












































"Canada, Australia, Japan, France and UK imports fob, ов ag Allc oho ТТ ngland. index 1975 300 “ffexcluding gold ^ june {ло SRM adjusted. 
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Corbiere Lighthouse. Jersey 
The Foreign & Colonial Reserve Asset Fund is an ideal vehicle for the international investor, 
offering a comprehensive choice of cash, bond and equity funds with good liquidity. With near 
to $75 million already invested in eleven different funds, Foreign & Colonial Reserve Asset 
Fund Limited is incorporated in Jersey and listed on The London Stock Exchange. 
Benefit now from all the advantages of an offshore investment which has consistently 
outperformed all the relevant indices and has banking and security facilities available in Jersey. 
Initial charges are only 1% on the first US $50,000 invested and are lower thereafter. 


How to proceed 

The minimum investment is £5,000 (or 
currency equivalent). Shares in the Fund may 
be purchased only on the basis of the current 
registered prospectus. To receive a copy 
simply complete and post the coupon. 


| 
| 
: | 
loreign&Colonial |! 
| 
L. 


[ To: Foreign & Colonial Management 1 


о: Foreign & Colonial Management 


(Jersey) Limited E 270986 | 
14 Mulcaster Street, St. Helier, 


Jersey, Channel Islands. | 


Please send me the Foreign & Colonial 
Reserve Asset Fund Limited Prospectus. 


MANAGEMENT GROUP "eer E | 


issued by Foreign & Colonial Management Limited— Postcode 


Licensed Dealer in Securities. From origins in 1868, it 
today advises funds of approximately USS 2.5 billion. 





a ee чеш. Жыш 






































For centuries, the desert 
has nurtured our spirit 
of trust and dependability. 


Today, with our vast land 
in the forefront of development 
and progress, this spirit is more 
evident than ever. 
Appreciate our trustworthiness 


by sending your cargo with 
Saudia. 


cri The spirit is-alive 

























































































